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ABANDONMENT DISASTER DEMONSTRATION 
RELIEF ACT OF 1975 



THimSDAT, AUGUST 28, 1676 

U.S. Senate, 
Committee on Banking, Hodsing and Urban Affairs, 

SuBCOHHrrTEE ON Housing and Urban Ajt'aibs, 

Oakland., CcHif. 
The subcommittee met at 10 a.m. at Melrose School, 1325 53d Ave., 
Oakland, Calif., Senator Alan Cranston, a member of the subcom- 
mittee, presiding. 

Present: Senator Cranston and Congressman Pete Stark. 
Also present: Carolyn Jordan, assistant counsel, Banking, Housing 
and Urban Affairs Committee, and Jerry Buckley, minority counsel. 
Housing Subcommittee, Banking, Housing and Urban Affairs 
Committee. 

Senator Cranston. The hearing will please oome to order. 
Congressman Stark will join us shortly but in order to assure we 
have plenty of time, we are going to start now. 

I will make an opening statement and then we will have three 
panels that will appear before the committee. 

OPENmO STATEMENT OF SEKATOB CEAKSTON 

Senator Cranston, Last year Senators Hart, Mondale, and I in- 
troduced S. 3115, the Housing Abandonment Disaster Demonstration 
Relief Act, a bill to test a new mechanism for acquiring and disposing 
of abandoned property and to develop new financial resources for 
localities afflicted by the disaster of large scale housing abandonment. 

Because of the urgency of this problem we have introduced this 
Kll again this year as S. 1988. 

Housing abandonment is still a major menacing housing problem 
in our urban cities. Housing abandonment is a problem of poor people 
concentrated in overcrowded, unsafe, and unsanitary housing imits, 
of streets scarred by vandalism and fire, of neighborhoods shunned 
by businesses and investors, of cities with dying central cores. 

Housing abandonment is creating housing, crime, health, and tax 
crises in many of the Nation's cities. 

The last national survey in 1971 completed by the Library of 
Congress on national levels of housing abandonment indicated the 
growing magnitude of this problem. 

Conservative estimates on the number of nongovernment-owned 
abandoned units for example, run around 100.000 in New York, 
12,000 in Baltimore. 10.000 in St. Louis, and 5,738 in Oakland. 
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Becmt up-to-date figures of HUD-VA owned foreclosed proper- 
ties in selected cities indicate that this probl^n continues to haunt 
our cities. 

As of May 1975 HUD owned 69,695 single-family prop^ties 
nationwide and the VA owned 11,345. 

The following table will illustrate the volume of units that could 
be turned over to the corporation by HIID and VA in selected cities: 
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As of March 1975. the Los Angeles area insuring office of HUD 
had 3,874 foreclosed single-family Iwmes in their inventory. Of this 
total, 100 were in Ventura County and the remainder, 3,774 units, 
were in Loe Angeles County. 

The city of Los Angeles accounted for 1.395 of these units, 37 per- 
cent, Coiiipton owned 7.'>9. iO i»ercent, imits and Pomona had 462 
units. V2 percent. 

SevTentr-three otiier cities within the county accounted for the 
remaining 1,16-2 units. 

The hwiviea concent rat ion of units was in the south-central sec- 
tion of Los Angeles wlierp l.OM- units accounted for 78 percent of 
that city's total in soutli-oentral. 

The VA has l,HVi repossesse^i properties in the Loe Angeles area, 
404 in Los Angeles oitywide. and S in "Walts. 

Exact figures fall short of desoribing the full magnitude of the 
houang abandonment problem in terms of the destructi<»i of the 
quality of life it pnxiuces. 

The Depanmem of Hmising and Urtwn Development has imple- 
mented several pixigrsins to rid itself of its growing inventory of 
repofswssed homes. 

These sTtempts include: tlw urban homesteading program an- 
Donncwl May 1974. a 1-year experimental program witn a jprojected 
goal of puiimg 7l>l hoiin>* in the hands of low-income dtizena. 

This program has Ixvn fraught with difGcnlties because low-income 
bonwowners have i1:fficnlties getting finaiwing to repair these units; 
the -sale as :s" program to oncviiirage rapid pun-haae of HUD tepoe- 
jwsaons: "pf'l^cy Tvlease omivin" pn^^rram for local governments; 
neighbc*rhr>vl hoiisiTij: seniivs prvwrrani that mate available loan 
fund? for itiner .-itv atva? tV.at nvc- iSi^crioraiing. In additi«u a few 
cjffwh.irr their own hir'.it^i\iiV.r.iipri^irrsins. 

CH-frs'l. vor\- '::;:;,- ha? Ixv:-, ,^.ono .it the Federal or gt ate fev d to 
ademiari-lr .<i,l^.Tyss :he sh-i^^iM-.r-ien: ::*^no and none of the HUD pto- 
craTTi? have the Tiei-c-s^srv rley-icT-.ts and flexihility lo deal whh wtet- 
opirj: T:T::>-,:e s,■'^,;':-.,^Tls :.> :he sH^TidoTie.^ housdng prcWem. 
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There is no specific program to stop the housing abandonment wave 
from gaining momentum in city after city or to repair the destruc- 
tion abandonment leaves in ita wake. 

Many different reasons have been given for the abandonment prob- 
lem but it is difficult to deny that the Federal (jovemment is not at 
least partially responsible for the problem. 

Many persons who could not afford housing were allowed to buy 
units. 

Little OT no counseling for families buying a house for the first 
tame waa provided. 

Kickbacks, schemes and speculation, by realtors, builders and HUD 
personnel have also contributed to this problem. 

Kecognizing that the Federal Government had a hand in creating 
the abandonment disaster and also recognizing that the Federal Grov- 
emment has a strong interest in the quality of housing generally and 
specifically in protecting the housing for which it has insured or 
guaranteed mortgages. 

The Abandonment Demonstration Relief Act establishes a special 
government sponsored corporation to deal with the problem of aban- 
doned housing units. 

The Agency to be called the Neighborhood Preservation Corpora- 
tion would work in this manner : 

It would be empowered to seize and acquire title of abandoned 
housing units quickly to prevent deterioration of the unit and to stem 
the spread of abandonment in a neighborhood. 

The Corporation could renovate, rent, sell, construct, demolish units, 
repair, refinance, purchase property, condemn, and originate mort- 
gages at interest rates below the going market rate. 

The Corporation could hold land for redevelopment and construct 
new housing according to a city's housing plan. 

This proposal seeks to turn aband<Miment disaster into a "plus" by 
preventing deterioration of abandoned units by securing possession 
quickly and seeing whrther a single purpose agency on abandonment 
can bring together with the Federal Government, local officials, lend- 
ers, renewal and housing agraicies, and community oi^anizations, and 
others necessary to develop a corporative effort for the improvemenl 
of urban life. 

[Copy of the bill being considered follows :] 
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S. 1988 



IN THE SENATE OF THE UNITED STATES 

June 23 (legislative day, June 6), 1B7S 
Mr. Cranston (forliimaelf. Mr. I'mur A. H.^itr, nnd Mr. Mondale) introducecl 
the following bill ; wliicli was reed twice and referred to the Committee en 
Bnnking, Housing nnd Urbnn Affnira 



A BILL 

To provide, on a demonstiution basis, emergency relief for the 
general welfare and security of the United States by pre- 
venting the loss of existing housing units tlirough the phe- 
nomenon of housing abandonment, to protect tlie health 
and living standards in communities and neighborhoods 
threatened by abandonment, to protect the interests of the 
United Slates in connection with certain mortgage trans- 
actions, to assist local public bodies in the development and 
redevelopment of well-planned, integrated, residential 
neighborhoods and in the development and rede^"elopment 
of communities, and other purposes. 

1 Be it enacted by the Senate mid House of Represenla- 

2 tives of the United Stales of America hi Congress assembled, 
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1 SHORT TITLE 

2 Sbotioit 1. This Act may be cited as the "Abandon- 

3 meat Disaster Demonstratiou Relief Act". 

4 DEOLAEATION OF POLICY AND STATEMENT OP PURPOSE 

5 Sec. 2. (a) The Congress finds and declares that— 

6 (1) the abandonment of residential housing in the 

7 United States substantially burdens the flow of inter- 

8 state commerce and impedes flie effective utilization of 

9 the Nation's housing stock, and the health and welfare of 

10 the people of the United States is damaged by the result- 

11 ing loss of housing units in many urban areas; 

12 (2) the abandonment of such housing acts as a con- 

13 tagious disease when it spreads unchecked throughout 

14 neighborhoods and entire communities, resulting m the 

15 abandonment of standard as well as substandard housing 

16 in many cases ; 

17 (3) certain mortgage guaranty and insurance pro- 

18 grams administered by agencies of the United States are 

19 relied upon by the holders of mortgages on abandoned 

20 residential properties and discourage such holders from 

21 taking reasonable corrective actions at flic earliest prae- 

22 ticnblc time, thereby imposing a substantial financial 

23 hurden on the agencies invulved in such progi'ams; and 

24 ' (4) the continued unchecked spread of housing 

25 abandonment may, in some cases, impair the financial 
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3 
I and liquidity of federally related financial in- 

2 stitutions, and (hereby result in an even greater financial 

3 burden on agencies of the United States. 

4 (b) It is the purpose of this Act to establish a Neigh- 

5 borhood Protection Corporation which will have the 

6 authority, on a demonstration basis, to enter and take 

7 possession of abandoned residential propertiea in order to 

8 prevent the continued deterioration and destruction of 

9 neighborhoods and communities and to hold and assemble 

10 parcels of land for the orderly development and redevelop- 

11 ment of neighborhoods and conmiunities. 

12 DEFINITIONS 

13 Sec. 3. For purposes of tMs Act^-' 

14 (1) The term "residential proper^" means any 

15 real property (mcluding unprovements) which is de- 

16 signed for occupancy by one or more families and^- 

17 (A) which is subject to a mortgage which is 

18 insured or guaranteed by an agency of the United 

19 States; or 

20 (B) which is subject tb a mortgage held by 

21 any federally related financial institutaon. 

22 (2) The term "federally related financial institU- 

23 tion" means — 

24 (A) any bank the deposits of which are insured 

25 by the Federal Deposit Insurance Corporation; 
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(B) any savings and loan association the 
accoimls of which are iosared by the Federal 
Savings and Loan Insurance Corporation ; 

(C) any thrift or home financing institution 
which is a member of a Fedwal home loan bank; 
and 

T (D) any credit union the accounts of which are 

g insured by tbe Administrator of the National Credit 

g; Union Administration, 

(.3) A residential proper^ shall be deemed to b« 

11 abandoned if — 

12 (A) in any case where the mortgage covering 

13 the proper^ was executed in connection with the 

14 mortgagor's, occupancy vi the [woperty, that mort- 
is gagor (i) has vacated sach properly, and (ii) ha3 

16 defanltcd on the mortgage secured by the property ; 

17 or 

18 (B) in any case where the mortgage covering 

19 the property was not executed in connection with 

20 die mortgagor's occupancy of &e property, tliat 

21 mortgagor has substanliajly reduced the level of op- 
22. crating services or other services below an adequate 

23 level, and that mortgagor (i) has defaulted on the 

24 mortgage secured, by the property; aud (ii) is more 
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1 than six mouths in arrears in payment of real prop- 

1 erfy taxes on such property, 

3 (4) The term "Corporation" means tlie Neighbor- 

4 hood Protection Corporation established under section 4, 

5 EST,\BLISirMENT .OP NEIGHBORHOOD PROTECTION 
G CORPORATION 

7 Sec. 4, (a) There is established a corporation to be 

8 known as the Neighborhood Protection Corporation, which 

9 shall be an independent agency of the Vnlted States. Neither 

10 the Corporation uor any of its fnnctions, powers, or duties, 

11 shall be transferred to or ctmsolidaled with any other depart- 

12 ment, agency, or establishment of the Federal Government. 

13 The Corporation shall maintain its principal office in the 

14 District of Columbia and shall be deemed, for purposes of 

15 venue in civil actions, to be a resident thereof. Agencies or 

16 offices may be cstabhshed by the Corporation in such other 

17 place or places as it may deem necessary or appropriate in 
1^ the conduct of its business. 

19 (b) There shall he a Pi-esident of the Corporation, who 

20 shall be appointed by the President of the United States, by 

21 and with the advice and consent of the Senate, and who shall 

22 serve as chief executive officer of the Corporation. There shall 

23 be a First Vice President of the Corporation, who shall be 

24 appointed by flie President of die United States, by and with 
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1 the advice, anil consent of the Senate, find who shall serve 

2 as President of the Corporation during the absence or dis- 

3 abihty of or in the event of a vacancy in the ofBco of the 

4 President of the Corporation, and who shiill at other times 

5 perform such functions as the President of the Corporation 

6 may from time to time prescribe. 

7 (c) {1) There shall be a Board of Director of the Cor- 

8 poration consisting of the President of the Corporation who 

9 shall serve as the Chairman, the First Vice-President, who 
10 shall serve as Vice-Chairman, the Secretary of Housing and 
H Urban Development, the Secretary of Agriculture, the Ad- 

12 . ministrator of Veterans' Affah^, and four additional persons 

13 appointed by the President of the United States, by and with 

14 the advice and consent of the Senate. Of the nine members 

15 of the Board, not more than five shall be members of any 

16 one political party. The terms of the Directors shall be at 

17 the pleasure of the President of the United States, and the 

18 IKrectors, in addition to their duties as members of the 

19 Board, shall perform such additional duties and may hold 

20 such other offices in the Corporation as the President of the 

21 Corporation may from time to time prescribe. A majority of 

22 the Board of Du-ectors shall constitute a quorum. The Board 

23 of Directors shall adopt, and may from tJrae to time amend, 
24' sueh bylaws as are necessary for the proper management and 
25 functioning of the Corporation. 
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1 (2) The members of the Board who are not otherwise 

? employed by the United States shall receive compensation 

3 for service as members at the rate provided for individuals 

4 occupying a position under level II of the Executive Solicd- 

5 ule (5U.S.C.5313). 

6 (3) No director, officer, attorney, agent, or employee 

7 of the Corporation shall in any manner, directly or indirectly, 
S participate in the deliberation upon, or the determination of, 
9 any question affecting his personal mterests, or the interests 

10 of any corporation, partnership, or association in which he 

11 has a direct or indirect personal interest. 

12 DBMONSTEATION PKOQRAM 

13 Sec. 5. (a) In order to provide tor an effective demon- 

14 stration program, the Corporation shall csarry out its func- 

15 tjons in three metropolitan housing market areas. In select- 

16 ing the areas for the purpose of such demonstration, the 
1'^ Board of Directors should take into account the necessity for 

18 local cooperation and assistance and the extent to which ap- 

19 propriate local officials in any area being considered for se- 

20 lection have demonstrated an interest in cooperating with 

21 and assisting the Corporation in carrying out its Functions. 

22 The Board of Directors shall establish policies which require 

23 the officers and employees of the Corporation to consult, on a 

24 continuing basis, -with local officials and affected residents of 
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1 a selected area with respeet to matters of mutual iaterest aiid 

2 concern. 

3 (b) The Corporation shall, for the purpose of the dem- 

4 onstration prop'am, hmit its activities to metropolitan hous- 

5 ing market areas where the abandonment (A residential prof- 

6 erty as defined in section 3 is substantial. 

7 (c) In carrying out itti functions under section 0, uot- 

8 withstanding the provisions of such section, the Corporation 

9 shall— 

10 (1) comply witli any applicable community devel- 

11 opmcnt plan or program; 

12 {2) comply with any applicahle housing plan or 

13 program; and 

14 (3) hold public hearings in any case where con- 

15 demnation proceedings or a change in land use is pro- 

16 posed by the Corporation it such hearings are not 

17 required by local law in such a case. 

18 (d) Upon the expiration of five full calendar years fol- 

19 lomng the date of enaclnicnt of this Act, the Corporalion 

20 may not exercise its power to acquire real properly, except 

21 in the case of an acquisition in connection with a default on a 

22 mortgage held by it. 

23 FUNCTIONS OF THE CORPORATION 

24 Sec. 6. (a) Whenever tiie Corporation has probable 

25 cause to believe that n residential property is abandoned, the 
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1 Corporation is aiitliorizod, on its own motion or at the re- 

1' (luest of a Government agoncy or a federally related financial 

3 institution having an interest in such property, to Institute 

4 proceedings in accordance witli the provisions of this section 

5 to protect the interesls of the United .States. 

(i (h) (1) In the case of almndoned residential property 

1 ., Mihjeet to a mortgage which is insnred or guaranteed by an 

8 agency of the United States, the Corporation may file in the 

9 United States district conrt wherein the property is located 

10 an a<!tion for forfeiture of such property to the United States, 

11 and an ajipileation for an order to sel/e and tjike possession- 

12 of such property as Uie i-eceiver of the court. An order to 

13 seize and take possession shall he issued only on affidavits 
^'^ which ai-e swoni to hefort; a United States district <'ourt 
1'' judge or a United Slnles magistrate, and which estahlish 
i6 the gi'ounds for issuing the order. If the judge or magistrate 
1'' finds that grounds for llie application exist, or that there is 
IS. pi-iibahle cause to l»elic\-e that they exist, he shall enter an 

19 order appointing the Corporation as the court's receiver, and 

20 directing the Corporati<ui to seize and take possession of the 

21 property. The order shall state the grounds or prohahle cause 

22 fnr its issunnce and the names of the persons whose afiidovits 
^^ lia\'e heen taken in sup|)ort thereof. The order may be exe- 
2* cuted and a return made to the court only within ten day;* 
^ after the date of issiwmce. The Corporation shaU execute the 
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1 order and leave Willi any person at tlie premises a copy 

9 thereof and a" receipt for any property taken. The Corpora- 

3 tion shall also post a copy of the order and a receipt for any 

4 priipei'ty taken. Tlie return shall bo made promptlj' and shall 
'i he ncciinipaiiied hy a ^^Titlen Inventory of any property 
(i Inken. The invenlory shall he made in the presence of the 

7 applicant for tlie order and any person at the premises, or in 

8 tlie presence of at least one eredihle person other than the 

9 applicant for llie order, iind shall he verified. The court shall, 

10 upon reiiuest, deliver a copy of the inventory to any person 

11 claiming an interest in any property tnkcn and to the nppli- 

12 cant for tlie order. 

13 (2) In addition to any notice by publieation, actual 
H notice of the commencement of any such action, and of the 

15 date of tlie licaring required liy paragraph (3) shall bo given 

16 by tlie Corporation, iii such manner as the court shall direct, 

17 t« (A) (he person who holds title to the property, and (B) 

18 any person who has recorded an interest in (lie property, nn- 
10 less after search by the Coi-poration salisfaetory to the court, 

20 any such person is not found. 

21 (3) Kot bfer than thirty days after the issuance of an 

22 order under paragraph ( 1 ) , the court shall hold a hearing 

23 en the merite to determine wlietlier forfeiture should be 

24 ordered. If at such hearing, the court determines that the res- 

25 idenliat property has been abandoned, and that the ahand<tii- 
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1 ineiit of Kiidi prdiitTly tends to constitute a danger to the 

2 comiiiiiulty or neighborhood, the court nhull order that the 

3 property be fui-foitcd to the United States mid all right, title, 

4 and inlerost tliert'Jn slmll pass to the Coq»oration. Any such 

5 order slitdl he subject lo the payment of just compensation by 

6 the C'oqHiiatioii of an ainoinit e(iual lo tlie value of the in- 

7 forest of any person claiming an interest in the property as 

8 established in the hearing on forfeiture by persons or agencies 

9 having an interest. In any case in wlilch the person or 

10 agency having sufh an interest is an agency of the Umted 

11 States, the payment by the Corporation shall be in the form 

12 of obligations issued liy it. 

11! {4) If the eonrt finds, in any hearing on forfeitiue, that 

14 a pei-sOH (other than an agency of the United States) who 

15 lias an Interest in the property failed to protect the interests 

16 tif the United States by knowingly permitting the continued 

17 deterioration of an abandoned property in which it has an in- 

18 terest while having the authority under law or contract to 

19 prevent such continuation, it shall gi\'e notice of such finding 

20 to any agency of the United States wliieh has an msiu-ance 

21 or other similar obligation with rcsjiect to the property or 

22 with respect to tlie pei-son who has an interest in the property 

23 so (hat such agency can take appr<ipriate action to protect the 

24 interest of the United States. 

25 (5) If at a hearing under paragraph (3) the court de- 
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1 termines that the ivsiijfiitia! iiroporly whs not abanduiied, or 

9 that the abandoned property did not tend to create a danger 

3 to the community or neighborhood, or that probable cause for 

4 an order issued pursuant to paragraph (I) did nut exist, 

5 the court sLall fix and aHow t(» any persim with an interest in 

6 the property, t« be paid by llie Corporation, the costs, counsel 

7 fees, expenses, and damages as a result of the issuance of the 

8 order to seize and take ptissession <it the property. 

9 (c) In the case of an abandoned residential property 

10 which is not subject to a mortgage insured or guaranteed by 

11 an agency of the United States, the Corporation may take ac- 

12 tioQ in accordance with subsection (b) witli respect to such 

13 property only it it determines — 

14 ■ (1) that the mortgagee is a federally related finan- 

15 clal institution; 

16 (2) that the mortgagee holds a substantial number 

17 of mortgages covering abandoned residential properties; 

18 and 

19 (3) after consultation with the appropriate Federal 

20 regulatory agency, that the liquidity of the mortgagee 

21 may be affected. 

22 (d) The Corporation shall acquire in exchange for obll- 

23 gations issued by it residential properties to which title is 

24 held by the Secretary of Housing and Urban Development 

25 or the Administrator of Veterans' Affairs at tlie fail- market 
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,1 \'alue of the pruporly as of tlie date the title is passed to tlie 
? C^orporatioii, and the Secretary of Housing and Urban Ue- 

3 Yelopmciit and Uie Admiiiisfrator of Veterans' Affairs are 

4 niitliorized and directed to accept such obligations in cx- 

5 cliaiige for such properties. The fair market value of the 

6 properties to !)e exchanged shall be determined by an ap- 

7 praisal made by the Corporntion, but in no event shall the 
S fair market value <if the property exceed the unpaid balani-c 
9 of the niortyagc. 

^'^ ((') Tlie C(>rjn>ration may nc«iiiire real or residential 

^^ properties by condemnation for the purpose of redevelopjn;j; 
-^ a conniiunity or neijij'hborliood, except that before iiisiituling 
^ such proceedings, the Corporation shall secure the approval 
by resolution or ordinance of the governing body of the 
affected community. 

(f) With respect to any real or residential properties the 
Corporation has acquired pursuant to this section, the Cor- 
poration may, hy contract or otherwise — 

( I } make plans, surveys, and investigations ; 
{2) demolish structures or otherwise dispose of any 
impro\'enients on real or"residential property; 

(.3) hold and assemble real and residential property 

23 , . , 

for purposes of redevelopment; 

24 

(4) construct, erect, remodel, repair, and rehabili- 
tate struchires on residential property; 
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1 {5) procure iifuissary matoriiils, supplies, articles, 

2 equiimieiit, and luadiinery ; 

3 (6) pi-ij\-i(le appi'oaclies, utilities, and necessary 

4 commimity facilities; 

5 {7) convey withuiit cost to States and political 

6 subdivisions and instrumentalities thereof r«al property 

7 for streets and other pulilic fliorouglifares and easements 

8 for public purposes; and 

S (8) rent, lease, insure, maintain, exchange, convey, 

^^ sell for cash or credit, or otherwise dispose of real or 

^1 residential property, improvement or interest therein, 

^2 except that if the disposition of such property involves a 

^* change in its use, flio Corporation shall secure the ap- 

proval by resolution or ordinance of the governing bodies 
of the affected units of government. Any instrument ex- 
ecuted by the Corporation purporting to convey any 
right, title, or interest in any real or residential property 
disposed of pursuant to this subsection shall be conclu- 
sive evidence of compliance with the provisions thereof 
insofar as title or other interest of any bona fide pur- 
chasers, leasees, or transferees of such property is con- 
cerned, 

(g) Except where the property is being disposed of 
in conjunction with an urban homesteading program, the 
Coi'poratitm shall determine that the homes it sells are 
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1 in decent, safe, and saniUiry condition at the time of sale. 

2 In the event of a sale which does not meet this require- 

3 ment, the Corporation may make expenditures to correct, 

4 or to compensate the purchaser of any dwelling for occn- 

5 pancy hy fewer than five fiunilieR for, structural or 

6 other defects which seriously affect the nsc and livnbility 

7 of any one- to tour-family dwelliiig, if ( I ) the dwelling 

8 was sold hy the Coip*»ration, {2) the purchaser requests 

9 assistance from the Corporation not later than one year aft«r 

10 the sale, and (3) the defect is one lliat existed on the date 

11 of the sale and is one tliait a proper inspection could renson- 

12 ahly he expected to disclose. 

13 (h) The CorporatJon may acquire in exchange for 

14 obligations issued by it, real properties, residential prop- 

15 erties, mortgages on residential properties, and other obliga- 

16 tions and liens secured by residentiid properlies (including 

17 the interest of a vendor under a purchase money mortgage 

18 or contract) recorded or filed in llie proper ofhce., and in 

19 oonneetion with any such exchange, the Corporation may 

20 make advances in cash to pay the taxes and assessments 

21 on the residential properly, to provide for necessary main- 

22 tenance and make necessary repairs, to meet the incidental 

23 expenses of the transaction, and to pay such amounts to 

24 the holder of tlie mortgage, obligation, or lien acquired as 

25 may he the difference l>etween the face value of tlic oblign- 
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1 tions exchanged plus accrued interest thereon and the pur- 

2 chase price of the mortgage, obligation, or lien, but in no 

3 event shall the purchase price of the mortgage, obligation, 

4 or lien exceed the unpaid baliiiicc tliereon. Each mortgage 

5 on residential property or olhcr obligalion or lien so ac- 

6 quired shall be earned iis a first lieu or rofinauced as a 

7 mortgage by the Corporation, and shall be amortized by 

8 means of monthly payments sufficient (<i relire the interest 

9 and principal within a period not to exceed Ihirty years. In- 

10 terest on the unpaid balance of the mortgage shall be at a 

11 rate determined by the Corporation. The Corporation may 

12 at any time grant an extension of time to any mortgagor 

13 for the payment of any installment of principal or interest 
11 owed to the Corporation if, in the judgment of the Corpo- 

15 ration, the circumstances of tlie mortgagor justifies such 

16 extension. 

17 (i) The Corporation shall provide directly or by con- 

18 tract counseling on household management, property man- 

19 agement, budgeting, and related oounselliig services which 

20 would assist low- and moderate-income fann'lies who pur- 

21 chase homes from the Coii»oratitm in improving their living 

22 conditions and housing opportunities, and in meeting the 

23 responsibilities of homeownership. 

24 (j) Whenever the Corporation sells property improved 

25 by dwellings for occupancy by fewer than five families to 
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1 a purcliaser, the Corporation may originate and service the 

2 mortgage covering such proi>erty. The Corporation may sell, 

3 deal in, or otherwise dispose of the mortgage It originates, 

4 bat it shall continue to service all of tJie mortgages it origi- 

5 nates, and may service otlier mortgages on properties it sells. 

6 {k) Whenever the Corporation sells property improved 

7 for occupancy by more than four families, the Corporation 

8 may provide the services refeiTed to in subsection (i) to 

9 low- and moderate-income families who occupy such hous- 

10 ing, and originate and service the mortgage covering such 

11 property. The Corporation may sell, deal in, or otherwise 

12 dispose of the moj^tgages it originates, bnt It shall continue to 

13 service all of the mortgages it originates, and may service 
1* other mortgages on properties it sells. From time to time, 

15 but not less than semiannually, the Corporation shall review 

16 the management and maintenance of any project covered by 
1*^ a mortgage originated by it. 

18 POWEES OF THE COBPORATIOK 

19 Sec. 7. (a) The Corporation is authorized— 

20 (1) to sue and he sued in its own name and appear 

21 by its own counsel in any legal proceedings brought by 

22 ' or against it; 

23 (2) to issue capital stock and other obligations sub- 

24 ject to the provisions of section 8 ; 

2^ (3) to refinance any mortgage, obligation, or lien. 
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18 

1 and to grant nn extension of time to any mortgagor for 

2 the payment of any installment of principal or interest 

3 owned to the Corporation; 

4 (4) to employ and fix the compcnsatiou of such 

5 officers, employees, attorneys, or agents as shall he neces- 

6 sary for the performance of Its duties under this Act, 

7 without regard to the provisions of otlier laws applicable 

8 to the employment or compensation of officers, em- 

9 ployees, attorneys, or agents of the United States, 

10 except that no such officer, employee, attorney, or agent 

11 shall be paid compensation at a rate in excess of the 

12 rate provided for members of the Board ; 

13 (5) to impose charges or fees for Its services where 

14 necessary with the objective that all costs and expenses 

15 of its operation shall be fully self-supportmg ; 

16 (6) to \s3ae such regulations, orders, and reports 
l*^ as may be nec^sary to carry out the provisions of this 

18 Act; and 

19 (7) to take such other actions as may be neoes- 

20 sury to enable it to carry out its duties under the pro- 

21 visions of this Act. 

22 CAPITALIZATION OF THE CORPORATION 

23 SbC. 8. (a) The Board shall determine the minimum 

24 amount of capital stock in the Corporation and is authorized 

25 to increase such capital stock from time to time in such 
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]^ amount as may be necessary, but not to exceed in the aggre- 

2 gate 835,000,000. The Corporation is authorized and di- 

3 reeled to issue and deliver to the Secretary of the Treasury, 

4 and the Secretary of the Treasury is authorized and directed 

5 to act'ept, the Capital stock of the Corporation. Payments for 
g such capital stock shall he subject to call in whole or in part 
7 by the Board and shall be made at such time or times as the 
g Secretary of the Treasury deems advisable. The Corporation 
9 shall issue to the Secretary of the Treasury receipts for pay- 

10 ments by him for or on account of such stock, and such re- 

11 ceipts shall be evidence of the stock ownership of the United 

12 States. 

13 (b) For the purposes of this section, the Corporation is 

14 authorized to issue, upon the approval of the Secretary of the 

15 Treasury, and have outstanding at any one time, obligations 

16 having such maturities and bearing sa.<Ai rate or rat^ of mter- 

17 est as may be d«t«rmined by the Corporation, with the ap- 

18 proval of the Secretary of the Treasury, to be redeemable at 

19 the option of the Corporation before maturity in such maimer 

20 as may be stipulated in such obligations; but the aggregate 

21 amount of the obligations of the Corporation under this sub- 

22 section outstanding ait any one time shall not exceed 10 

23 times the sum of the capital stock issued by the Corporation. 

24 In no event shall any such obligation be issued if, at the 

25 time of such proposed issuance, and as a consequence thereof, 



Digitized OyGOOgIC 



20 

1 ihe resulting aggregate amennt ol 'As outsl^odisg obligations 

a under tliis subsection would exceed the amount of the Corpo- 

3 ration's iirtercst puisuant to this Act free from aay liens or 

4 ■encumbrances, oi- properly, cash, mortgages, or other secu- 

5 rity holdings, and obligations issued or guaranteed by the 

6 Unit«d States, or obligations, participations, or other instni- 

7 mwits which are lawful investments for fiduciaries, trusts, or 

8 public funds. The Corporation shall insert appropriate lan- 

9 goage in all of its obligations issued under this subsection 
10 Heariy indicatuig that such obligations, together with the in- 
H terest tliercon, is not guaranteed hy the United States and 

12 does not constitute a debt or obligation of the United States 

13 or any agency or instrumentality thereof other than the Coi^ 

14 pofstion. The Corporation is authorized to purchase in the 
35 open market any of its obligations outstanding under this 

16 subsection at any time and at any price. 

17 (c) The Secretary of the Treasury is authorized in hia 

18 discretion to purchase any obligations issued pursuant U> 

19 subsection (b) of this section, and for such purpose the Sec- 

20 refary of the Treasury is authorized to use as a public debt 

21 t4TRnsact:ion the proceeds of tlie sale of any securities here- 

22 after issued under the Second Liberty Bond Act, and the 

23 purposes for which securities may be issued under the Sec- 

24 ond Liberty Bond Act are extended to include such pur- 

25 chases. The Secretary of the Treasury shall not at any time 



Digitized OyGOOgIC 



21 

1 purchase any obligations under lliis subsection if sucli pur- 

2 chase would increase the aggi-egate principal amount of his 

3 then outstanding holdings of such obligations under this sub- 

4 section to an amount greater than $350,000,000. Each pur- 

5 cliase of obligations by the Secretary of the Treasury under 
Q this subsection shall be upon such teims and conditions as to 

7 yield a return at a rate detennined by Ihe Secretary of the 

8 Treasury, taking into consideration tlie current average rate 

9 on outstanding marketable obligations of the United States 

10 as of the last day of the month preceding the making of such 

11 purchase. The Secretary of the Treasury may, at any time, 

12 sell, upon such terms and conditions and at such price or 

13 prices that he shall determine, any of the obligations ac- 

14 quired by htm under tliis subsection. AH redemptions, pur- 

15 chases, and sales by the Secretary of the Treasury of such 

16 obligations under this subsection shall be treated as public 

17 debt transactions of the United States. 

18 TAXATION OF TIIK COltrOBATION 

19 Sec. 9, The Corporation, including its franchise, capital, 

20 reseiTe, surplus, and income shall be exempt from all taxa- 

21 tion now or hereafter imposed hy the United States or any 

22 district, territory, dependency, or possession thereof, oi by 

23 any Stale, county, municipality, or local taxing authority. 

24 Any residential or other real property of the Corporation 
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1 shall be subject to taxaHon to the same extent, according to 

2 its value, as other residential or other real property. 

3 BEOBIPTS AND DI8BUK8EMENTS OF COEPOEATION 
i EXCLUDED FROM THE BUDGET 

5 Sec. 10. The receipts and disbursements of the Corpo- 

g radon in the discharge of its duties shall not be included in 

7 the totals of the budget of the United States Government and 

a ehall be exempt from any annual expenditure and net lend- 

9 ing (bu^t outlays) Umitations imposed on the budget of 

10 the United States Government. In accordance with the pro- 
H visions of the Government Corporation Control Act, the 

12 President shall transmit annually to the Congress a budget 

13 for program activities and for administradve expenses of the 

11 Corporation, which budget shall also include the estimated 

15 annual net borrowing by the Corporation from the United 

16 States Treasniy. The President shall report annually to the 

17 Congress the amount of net lending of the Corporation, in- 

18 chiding any net lending created by the net borrowmg from 

19 flie United States Treasury, which would be induded in the 

20 total budget of the United States Government if the Cor- 

21 poration's activities were not excluded from those totals as 

22 El result of this section. 

23 KETIBEMENT OF OBLIGATIONS 

24 Sec. 11. The Corporation shall retire and cancel its 

25 bonds and stock when its purposes under this Act have been 
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1 accomplished. Upon the retirement of such stock, the reason- 

3 able value thereof as detennined by the Board shall be paid 

3 into the Treasury of the United States and the receipts issued 

4 therefor shall be canceled. The Board shall proceed to liq- 

5 uidate the Corporation and shall pay any surplus or accu- 

6 mulated funds into the Treasury of the United States. The 

7 Corporation may declare and pay such dividends to the 

8 United States as may be earned and as in the judgment of 

9 the Board it is proper for the Corporation to pay. 

10 SBVBBABILITY 

11 Sec. 12, If any provision of this Act or any part there- 

12 of, or the application of any such provision or part to any 

13 person or circumstance, is held invalid, the remainder of 

14 the Act or provision, or the application of such provision 
1? or part to otlier persons or circumstances, shall not be 

16 affected thereby. 

17 ANNUAL MJPOBT 

18 Sec. 13. (a) The Corporation shall transmit to the Con- 

19 gress not later than March 31 of each year a detailed report 

20 on its operations and activities during tiie preceding calen- 

21 dar year. 

22 (b) In its fourth annual report, the Corporation shall 

23 include its recommendations with respect to whether the 

24 demonstration authorized under this Act should be con- 

25 tinned, expanded, or terminated. If the Corporation recom- 
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1 menda a termination of the demoiislmtion, it sliall include 

2 in such report a detailed plan for the transfer of the assets, 
8 liabili^es, and functions of the Corporation and for its 
4 dissolution. 
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Honorable Villia 

Chalrrnan, Conirai-.tee on Banking, 

Housing and Urban Affairs 
United states Senate 
Washington, D. C. 20510 

Dear Mr. Chairman: 

Subject: S, 1938, 94ch Congress 



S. 1988 would establish a Neighborhood Protection Corporation 
as an agency of the United States and authorize that Corporation, 
as a demonstration, to carry out certain functions in three 
pietropolttan areas. The functions would include seizing and 
taking title to certain abandoned properties utiich are covered 
by federally insured or guaranteed mortga^ses or mortgages held 
by "federally related" finencial institutions, improving, 
leasing, selling or otherwise disposing of such properties, 
and redeveloping communities or neighborhoods. The Corporation 
would be authorized to issue capital stock and debt obligations 
to the Secretary of the Treasury in amounts not to exceed 
$35 million and $350 million respectively, and its receipts 
and disbursements would be specifically excluded from the budget. 

This Department is sympathetic to efforts to devise new and more 
effective methods of preventing the abandonment of needed housing 
and for coping with community problems presented by abandonment. 
We are also particularly Interested in proposals that might 
facilitate the handling and ultimate disposition of properties 
subject to defaulted FHA-insured mortgages. Nevertheless, we 
believe that the approach set forth in 3. 1983 involves a number 
of major difficulties, as detailed below. 
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First, the authorities contained In the bill would largely 
duplicate what can already be done by local govemiuents with 
Federal assistance under title I of the Housing and Community 
Development Act of 1974 and would also duplicate property 
disposition functions of this Department and, to a lesser 
extent, the Veterans Administration. Title I funds can be 
used by local governments for property acquisition, rehabilita- 
tion and disposition purposes, as well as for supporting 
neighborhood services and Improvements, and we see no need 
for establishing a Federal Corporation for these purposes. 
Moreover, we believe It would be wasteful and inefficient to 
create e Federal Corporat loi". with property disposition 
functions which parallel but do not displace or supersede 
those which this Department would retain in affected areas 
with respect to properties not acquired by the Corporation. 

Second, the approach of the bill would inject a Federal agency 
into Innumerable problems best left to local governments and 
local citizens. Under 5. 1988, for exa<nple, a Federal Corpora- 
tion would be empowered to carry on direct local development 
and redeveloprnenC programs that may last for years and involve 
countless matters of strictly local and neighborhood concern. 
Such an extensive, continuing Federal role is not required to 
protect the financial Interest which the Federal Government 
may have in some of the property involved. Nor Is such a role 
consistent with efforts made In recent years to reduce Federal 
oversight and expand the responsibilities of local elected 
officials. 

Third, the bill would impose a major burden upon the Federal 
courts In the areas In which the Corporation would operate. 
The procedures authorized for seizure and forfeiture would 
require these courts to make findings on a variety of issues 
that could entail complex factual disputes and substantial 
evidentiary presentations on matters not normally within the 
purview of those courts, such as whether services have been 
reduced below an "adequate level", whether abandonment "tends 
to create a danger to the community", whether owners have 
knowingly permitted deterioration, and whether the liquidity 
of the mortgagee Is in Jeopardy. In many Instances, these 
procedures, instead of expediting handling and ultinate disposi- 
tion of property, could result In new delays and uncertainties 
th«t would complicate existing prcAlems. 
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Fourth, the bill appears erroneously to assume that the 
Corpora.ti»rt ciiuld be self-supporting. As a result, it provides 
no mechar.i^n for meeting the losses which we think are certain 
to be lnvolf«4 in the Corporation's operations, and 1£ Imple- 
Dented wovl4 'liius involve a potentially large hidden subsidy 
In the fcr tff Federal borrowings which could not be repaid. 
Also, the b|l< would provide for backdoor financing which is 
InconsistMT With the Congressional Budget Act and contains 
an exemptio* from budget controls which we believe to be 
unnecesscr/ tnd unjustifiable, particularly in view of the 
substantial costs, borrowing and r<jal economic Impacts 
contemplated. 

Fifth, the bid would provide that the Corporation would acquire 
properties ffa.i FHA and other Government agencies, on a mandatory 
basis, tiirotjqtt the issuance of corporate obligations in amounts 
based on fOi*. :iiarket value but not to exceed the unpaid balance 
of any mcrtatt^ft. These provisions, in the case of FHA, would 
operate to itB rive the insurance funds of cash flow that would 
otherwise bf realized in property dispositions and would also 
in some c»tes preclude recuueries that (night have been obtainea 
covering •foil losses. In this respect, the bill would complicate 
the alreaiy difficult financial problems of the Special Risk 
and GeneriL MO'tgage Insurance Funds which would be charged 
with most of f"e properties likely to be acquired by the 
Corporatic a . 

The above CM«l:ntS are made with recognition of the fact that 
the progra-. pKoposed by 5, 1988 is a "demonstration" only. 
However, tht di^ntonstration would be costly, involve creation 
of an entity .ind program that might be difficult to terminate, 
and contemn Lst'i 5 an approach which — Cor the reasons indicated — 
we believe +0 be unpromising and undesirable. 
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The Office of Management and BudgeC has advised chat there is 
no objecClon to Che presentation of this report from the 
scandpolnc of Che Administracion's program. 

Sincerely, 

/s/ Bohert R. Elliott 
Robert R. Elliott 
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Senator Cranston. I am grateful to each of you for being here; 
now we will start, with a panel of local govemmrait officials consisting 
of the following persons : Hon. John Reading, mayor, city of Oak- 
land; Bob Chastain, Oakland Redevelopment Agency; Hon. John 
Sutter, city councilman, Oakland ; and Hon. Fred Cooper, chairman, 
board of supervisors, Alameda County. 

If you would each come forward to the front table I would be 
very grateful. 

Fred and John have not yet arrived but they were out in the 
neighborhood, and I expect them very shortly. 

Mayor Reading. Fred is back there. 

Senator Cranston, Fred, would you come up to the tahle. We are 
starting off with the first panel. 

Mr. Mayor, if you would lead off. 

8TATEHENT OF JOHN BEATIHO, HATOE, 
CITT GF OAELANS 

Mayor Reading. Thank you. Senator Cranston. 

Sffliator Cranston. I appreciate your presence very much. 

Mayor Readinq. Let me say I appreciate your presence here also 
and your holding a hearing here in the city of Oakland. I think it is 
encouraging to all of us that you recognize the problem and are 
willing to address yourself to it. 

In the three deludes since World War II, Oakland has seen dra- 
matic changes. Population growth has rwnained modest compared 
to the growth of the metropolitan area. An exchange of population 
has taken place that has left the city with a disproportionate share 
of low-income and unemployed people, while at the same tame, indus- 
try and trade have moved to the suburbs, eroding both the job oppor- 
tunities available and the tax base that supports basic city services. 
The <nty, in short, has increased problems and has less fiscal capacity 
to deal with them. 

I don't need to belabor the plight of central cities. Oakland's expe- 
rience is a familiar story to us all, Oakland has been a leader in makmg 
use of available programs, Federal, State, and local, to deal with its 
problems. Our urban renewal program, public housing program, past 
activities supported in part by EDA and other programs, give testi- 
mony to our ability to utilize the programs available. 

We have by no means, however, placed our total reliance on Fed- 
eral or State programs. We have always been active in our own 
behalf. We have ftiith in the future of Oakland and are prepared to 
invest our own funds and efforts in that future. A notable example is 
Oakland's sports complex, which, combined with winning baseball, 
football, and basketball teams, has focused national attention on 
Oakland. Local taxes made possible the bay area rapid transit system. 
Port facilities developed by the Port of Oakland have made Oakland 
a leading center for port activities on the west coast. Oakland has 
made a sicnificant commitment to manv improvement projects 
through the use of tax increment funds, including a project to houao 
.WO displacees from onrcity center project. 
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I «nphasize the local effort we heve made because we see the solu- 
tion of urban problems as a partnership between local, State, and 
Federal levels, and I want to make it clear that we have demonsto^ted 
in the past our willingness to carry our share of the burden so we 
feel quite free to poinJ. out those areias where we think the Federal 
effort has not always kept pace. 

We are not pleased with the freeze on subsidized programs such as 
236 and 236, or with the manner in which public housing, subsidized 
housing and FHA housing programs have been administered by the 
Fedem Government in the last few years. We are pleased to have a 
greater concern on the part of the Federal Government for local 
input in the programs, but alarmed at whajt appears to be a with- 
drawal of support for the programs both in money and in people. 

The bill S. 1988 appears to us to be a move in tJie right direction. 
I support the purposes of the bill, that is, to prevent "the l(«s of 
existing housing units through the phenomenon of housing abandon- 
ment" and "redevelopment of well-planned, integrated, residential 
nedghborhoods." 

I have two particular concerns with the present draft : One, the 
experimentel nature of the program; and, two, I want to make sure 
that where counties are able and willing to participate in the pro- 
gram, that there is a maximum degree of local participation. I am 
not going to go into the details of Oakland's problems. John B. 
Williams, executive director of the Oaldand Redevelopment Ageaicy, 
will be testifying and supplying that kind of input. I simply want 
to emphasize that we need Federal intervention in Oakland with the 
abandoned housing problem, not on an experimental basis, but on a 
basis of commitment that is commensurate with Federal responsibil- 
ity for the problem and that gives evidence of a willingness to work 
wi^ us until the problem is solved. We understand that new pro- 
grams need a startup phase that may involve a modest beginning and 
changes as experience dictates, but we need something beyond an 
experiment. 

I have emphasized the willingness and ability of the city of Oak- 
land to be active on its own behalf. I believe a maximum degree of 
local operation of the programs should be included. 

Thank you. 

That concludes the statement as far as the city is concerned. 

I am wearing two hats here today. One, of course, is tiie mayor of 
the city of Oakland, but the second one as a member of the board of 
directors of the League of California Cities, and they also have a 
short statement which thev would like to enter into the record and 
which I will read now at this time, 

STATEMENT OF JOHN SEASINa, UEMBEB OF THE BOABS 
07 DIBECTOBS OF THE LEAGUE OF CAUFOBNIA CITIES 

Mr. Reading. This statement summarizes the League of California 
Cities' recently adopted policy on housinir abandonment, and I might 
say that this was an item of extensive discussion at the last board of 
directors' meeting. 



Digitized OyGOOgIC 



34 

The Depaitmuit of Housing and Urban Development's as-is sales 
program, while providing more immediate occupancy of foreclosed 
and/or abandoned FHA-insured housing units, allows deteriorated 
housing to be occupied without repair, and in so doing, increases the 
levels of substandard housing and the bl^hting influence of deterio- 
rated units in marginal neighborhoods. The league, therefore, urges 
HUD to modify the as-is program to require that acquired units be 
repaired to local housing code standards. Member cities are urged to 
examine the local impact of as-is sales and, if adverse effects are 
determined, to enter into discussions with HUD to develop alterna- 
tive disposition programs. 

Other possible action programs for the cities include a mandatory 
presale inspection of any unit unoccupied for over 2 months ; presale 
on prerental code enforcement. 

I want to interject here a personal observation on that point. The 
question of either presale or prerental code enforcement, I have some 
concerns about that. The concerns lie chiefly about the economic 
impact of requiring the owner of a rental unit, which is already 
marginal in terms of the economic return to him based on the rent. 
The economic feasibility of him putting into that a substantial 
amount of money to bring it up to code in some cases, in many cases, 
my observation is that this is going to result in a further abandon- 
ment of the homes because the landlord, the owner, simply can't get 
back enough on rents to pay for those improvements. So if we are 
entertaining that type of legislation, I think there has to be some 
subsidy involved. 

I thank there should be serious consideration of this because we do 
need those housing units. To have them continue to be abandoned 
and subsequently torn down just means that many more housing 
units are off the market. However we do need them badly and obvi- 
ously they should be brought up to adequate standards. 

Other items that are suggested as possible actions for the cities 
include an early warning system for monitoring neighborhoods for 
housing abandonment so we can get started on it early enough before 
it gets out of hand. 

Second, the league supports foreclosure aversion bills submitted in 
this session of Congress [A. 1457, H.R, 5398] which would provide 
mortgagor, rather than mortgagee, insurance. In addition, there is a 
proven need for educational and legal counseling to homebuyers and 
those caught in the foreclosure process. 

The league urges its member cities to reexamine their allocation 
of public investments tliroughout the city and. if warranted, increase 
the level of public services and improvements in certain target neigh- 
borhoods where foreclosure and abandonment is prevalent. 

By and large S. 1988 is consistent with the league's policy on hous- 
ing abandonment. It is also consistent with the league's housing 
policy which stresses housing conservation as the major housing issue 
to be addressed by local governments. The bill, however, has not been 
presented to either the board of directors or the Community Develop- 
ment C/ommittee of the leaarue. An area of obvious concern to the 
league is the extent of cooperation and consultation between the cor- 
poration and local officials and residents [^ section 5(a)]. Housing 



Digitized OyGOOgIC 



abandonment is primarily a local concern and local input at ever; 
step of the program is essential if the problem is to !:« adequately 



Thank you very much. 

Senator Ckanbton. Thank you very very much, Mayor Reading. 
That was a very helpful statement and I appreciate it a great deal. 

Pete, do you have any remarks to make ? 

Congressman Stark. Not at this time. Senator. Thank you. 

S«iator Cranston. If each of the others of you have preliminary 
statements before we go to some questions and give and take, we'd be 
delighted to hear them at this time. 

Mr. Chastain. 

Mr. Chastajn. Thank you. I would like to read from John 
WiUiams' statement. He sends his regrets that he was unable to join 
you here today. He asked that I bring the statement to you. 

STATEMENT OF JOHN B. WILLIAUS, EXECUTITE DIEECTOB, 
OAKLAND BESEVELOFMENT AGENCY 

Mr, Williams. A survey by a consultant to HUD, Linton, Mields 
and Coston, Inc., entitled "A Study of the Problems of Abandoned 
Housing," dated November, 1971, found no significant abandoned 
housin^f problems in Oakland. The situation has changed dramati- 
cally since that time. A major housing abandonment problem is visible 
bo anyone who drives through East (wikland. 

Community organizations have banded together to help themselves 
and to urge private and public entities involved to take more decisive 
and effective actions in dealing with the problem. With our 20/20 
hindsight, we can surmise that the 1971 survey did not probe to a 
depth that would have revealed the early symptoms of housing aban- 
donment. Housing abandonment, rather obviously, is an eye-catching 
symptom of older and deeper inner-city social ills, including: 

1. A stable or declining inner-city population growth contrasted 
with rapid surburban growth. 

2. An exchange of population that finds the affluent ex-city dwellers 
in the suburbs being replaced with low income residents in the inner 
city. 

3. A flight of industry and commerce to the suburbs with a resultant 
declining tax base in the city. 

4. Declining property values relative to inflation in the less affluent 
residential neighborhoods of the city accompanied by housing deteri- 
oration and red-lining practices by lenders. 

The dimensions of the problems as they relate to housing are out- 
lined in the attached ORA staff reports, entitled "East Oakland 
Housing," dated November 6. 1974, and "HUD As-Is Sales Pro- 
gram," dated Febniarv 7, 1975. Oakland's response to the problem 
is evidenced by the following actions that have taken place over the 
past year, 

1. The city has adopted a transition plan for reorganizing city 
functions to make maximum use of the community development 
block grant program, utilizing the experience that exists in city 
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departments and city ag^icies. The Oakland Redevelopment Agency 
has been assigned by contract the major responsibility for implement- 
ing CD programs during the first year and planning for second year 
aotions. 

2. The city has allocated more than 40 percent of its community 
development funds to housing conservation programs. A major com- 
ponent will be a rehabilitation loan fund using CD funds and funds 
to be obtained from the recently created State Housing Finance 
Agency, funds raised through the technique made possible by the 
State Marks-Foran legislation and, hopefully, funds from private 
lenders. 

3. The city has authorized the use of CETA funds, as well as city 
general funds and community development funds for an East Oak- 
land revitalization program aimed at neighborhood clean-up and 
short-term improvements. 

4. The city has appointed an East Oakland housing taks force com- 
posed of concerned citizens to provide citizen's input for the pro- 
grams dealing with housing abandonment and seven community 
development district boards have been formed to provide citizen's 
input for ongoing CD activities. 

5. The city has been certified as the HUD Housing Counseling 
Agency and has delegated responsibility for operating the programs 
to the Oakland Redevelopment Agency, The counsehng program is 
now in full operation and has already dealt with 238 families who 
have delinquent loans. 

6. The Oakland City Council, at its meeting of August 26, author- 
ized the filing of an application for the recently announced urban 
homesteading program. That application will be delivered to HUD 
by August 29. We are hopeful that Oakland will be selected as one 
of the homesteading cities. 

The neighborhood protection corporation proposed by Senate hill 
1988 could become a most useful tool in the arsenal we are building 
to attack the problems of housing conservation in Oakland. We are 
particularly interested in provisions that would enable us to reduce 
the time that a proiwrty caught up in the default process remains 
vacant. 

The attachment entitled "HUD As-Is Sales Program" includes a 
graph prepared by James Price, Director of the San Francisco HUD 
area office, showing a typical time cycle of 16 months from abandon- 
ment to reoccupancy. Eight months of that cycle takes place prior to 
acquisition by HUT). It is our experience that non-HUD insured 
properties have a similar time cycle, or, in some instances, a longer 
cycle. Nothing is more damaging to a residential neighborhood than 
vacant, boarded-up housing. It is an invitation to vandalism. It 
impairs marketability. It inevitably leads, in too many instances, to 
the demolition of a rapidly vanishing resource — a single-family sales 
house available to low and moderate income people. 

The features of the bill that we see as particularly useful are those 
that would : 

1. Create an agency, the primary concern of which is abandoned 
housing and its effects on neighborhoods. In our experience, existing 
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lenders and insurers have been primarily concerned with protecting 
their own financial interests and have shown little concern for the 
effects of their practices on neighborhoods. 

2. The ability to speed up the process of getting abandoned housing 
occupied once more and reducing the number of cases in which the 
linal remedy is demolition. 

The low level of housing production we have experienced over the 
pest 2 years is a very dangerous situation. With the moratorium on 
the old subsidized programs and the lack of production from new 
programs, we are telling moderate and low income oitizais that, 
although we have been able to house a substantial segment of our 
population comfortable since World War II, they are now going to 
have to wait indefinitely for fulfillment of the promises of the Hous- 
ing Act of 1949 and subsequent legislation. 

I think the situation holds dangers of social decay and disruption 
that could make the turmoil of the sixties seem mild. In Oakland, 
demolition of housing units has exceeded new construction in 5 out 
of the first 6 months of this year. The impact falls almost entirely on 
the low and moderate income commimity. 

We would like to see: (1) Stronger provisions for utilizing the 
services of local entities in communities that have strong programs to 
deal with their situations, (2) A program that is not time limited 
and experimental in nature. We recognize the need for a startup 
process and a careful monitoring of ability to deliver meaningful 
services. However, we believe that a commitment on the part of the 
Federal Government to deal with problems that result to some degree 
from Federal policy is essential to success. 

We are frankly concerned that Oakland might be left out of an 
experimental program. We certainly don't object to other communities 
being included, but want some assurance that our problems will 
receive the attention they need at the Federal level. 

The spirit of the bill is encouraaing. We stand ready to offer any 
assistance we can in seeing it move forward. 

[The following material was submitted for the record :] 

East Oakland Houeiua, Nov. 6, 1674 



Total population — 6th Avenue to San Leandro, MacArthur to Batuary — 166,000 
persons (1970 Census), 

Total housing units— B2,500 (1970 Cenans). 

Total HUD repossessions, area -wide— 1,466 units (J. Price lettet dated 
7/31/74). 

Total HUD repossessions in Oakland — 334 units (J. Price letter dated 
7/31/74). 

Total HUD repossessions in Oakland— 349 units (HUD flies, 10/31/74). (The 
Alameda County Assessor's records show an additional 85 properties owned by 
the Secretary of Housing and Urban Development. This would make a total of 
494 properties. ) 

Total abandoned homes — not known (student count 1,100 to 1,700 units, 
report not available). 

Total VA repossessed homes — 62 units. 

Sales listings (private market)— 514 units; 126 vacant, 388 occupied. 

Vacant, boarded up public housing units — not known. 

Repossessed bomes (private market) — not known. (According to Vice-Presi- 
dent, Federal Home Loan Bank Board these figures would be impossible to 
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obtain because loans are in the computeia by loan nnmber not by geographical 
area.) 

FHA has an nnnsnally high rate of foreclosures. 

FHA underwriting practices were especially lenient a few years ago. 

Price range of vandalized, repossessed properties iB between $15,000 and 
121,000, tbe range of 235, VA and 22102 properUea. 

Price range in BHst Oakland generally is l>etween $15,000 and $30,000. 

8AMC0, International Mortgage, VA and FHA are only lenders in the area 
now. 

Presence of turnkey units, repossessed properties or boarded up buildings 
causes a drop of $2,000 in marliet value of other units on tbe block or In the 
neighborbood. 

Realtors are not advertising any properties In "bad areas" bo there Is prob- 
ably nndercounting of vacant properties. 

Code requirements, termite inspections, seller's points, broker's commlsBions 
often exceed equity in house ; result is abandonment. 

Hie situation is not unique in Oakland. Experience in other central cities has 
shown that code enforcement and acquisition of properties has tbe potential for 
Increasing the problem unless it is conducted as part of a concerted effort to 
upgrade a neighborhood. 

Vacant properties become garbage diunpa. 

Most houses on current listings are owner-occupied. 

Appreciation of real estate values in East Oakland varies. In some areas 
property is appreciating up to 5% ; in others is depreciating as much as 10%. 

A nationwide study shows that : With 1% rate of appreciation, default prob- 
ability is 8.8% ; with zero rate of appreciation, default probability is 13% ; 
with 1% rate of depreciation, default probability is 25.0%. 

In East Oakland, in 19T3, the ratio of foreclosures to reported sales ranged 
from 8 foreclosures/11 sales in flatlands to zero foreclosures/24 sales in hills. 

The foreclosure ratios appear to correlate with price range of bousing. 

The majority of listings are for two-bedroom one-bath homes. There Is less 
than a $3,000 spread between two- and three-bedroom houses, and the cost of an 
additional room would be about S6,000, making additions economically 
infeasible. 

Residents fear being victimized by fire and burglaries. 

Trends In real estate rates of appreciation are not reassuring to homeowners 
or to the City. 

The situation calls for extraordinary measures. 

SIB&IEOT 

s immediately; distinguish between 
res in tne roiiowing ways : 
Short-term 

Intervene with maaimvtn legal measures to eradicate hazardous properties. 

Organize joint neighborhood and police patrols to atop "organized vandalism." 

Formulate housing policy as part of Housing Assistance Plan ; apply to HUD 
for discretionary funds for emergency, demonstration housing measure. 

Launch reliab program which utilizes alt existing rehab efforts in the City 
(see Gearing Oakland for Citywide Pride). 
Long-term 

Establish a housing policy which emphasizes private housing market incen- 
tives, i.e., appreciation of real estate values. 

Use regulatory actions (concentrated code enforcement, property acqnldtlon) 
only in specified selected areas. 



Convene all Interested parties : City /Redevelopment Agency /Housing Author- 
ity /FHA/TA/Financia I Institutions — Savings and Loans/Banks/Homeowners/ 
Real Estate Board/Rehab organ lEations. 

Identify interests, responsibilities and capacities of all parties. 

Negotiate with HDD 1) to stop "as is" sales, 2) to grant 312 funding, "Gear- 
ing Oaklaud" money, discretionary fands, and Urban Homesteading Pi-<%ram. 

Negotiate with finaucial inatitutiona 1) to stop "as is" Bales, 2) to atop red- 
llntiig, to Join Gearing Oakland program. 
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Annotmce intentloa ct KoTernmental agencies to attack problem In a eystem- 
atic way by launching eight simultaneous programe as listed below In order to 
accomplish the outlined objectWea. 



/. Rehab program 

Gearing Oakland to Citywide Pride — which Includes contlnaation of: Oakland 
Neighborhood Housing Services, Inc. ; Oakland Rehab, Inc. ; Oak Center Better 
Housing Corporation ; Spanish Speaking Unity Council ; West Oakland Housing, 
Inc. ; and East Oakland Community Council, and others. 

Utilization of Marks-Foran State Legislation for rehab financing. 
//. NetffMorhod interest and community organization program 

Citizen participation. 
///. SeiffhhorJwod and hom^ maintenance employment program 

Affirmative action In all above rehab efforts. 
IV. Someawmert coungeUng program 

Financial counseling— presale, delinquency and default. 

Ualntenance practices. 

Public housing — community integration. 
F, Crime and fire prevention patrol program 

Joint neighborhood/police. 
TI. Urban marketing program 

Urban bomesteading. 

Immediate efforts to get families Into vacant housing on a provisional basla — 
as house sitters. 

Replacement housing for Grove Shafter Freeway. 

VII. Local fitiancial aid to liouHng authority 
Gonunnnlty development funds for public housing units. 

VIII. Beaearch program 

Improving capacity to monitor trends In private market 

Exploring ways to ensure funds for neighborhood Improvements, recreation 
facilities, street and sidewalk improvements, lighting, etc. 

Bxploi^g ways to improve competitive position of tbe City through public 
development corporation, sale of tas-esempt bonds, and other financing 
mechanisms. 

Interview homeowners who liave moved to determine why they moved. 

OBJECTIVES 

Arrest present trend of increasing rate of foreclosures or abandonments. 

Bemove or rehabilitate abandoned substandard houses. 

Beliabllltate homes that are now occupied and deteriorated or showing signs 
of deferred maintenance. 

Stabilize housing market by declared public policy and public Investment and 
services. 

Improve neighborhood environment. 

Encourage a high level of home maintenance. 

Achieve rate of appreciation of real estate values up to the level enjoyed 
by other areas in the City. 

Stimulate private investment in new bousing construction. 

Btn> AS-I8 SALES PBOQRAU 

HUD'S guidelines for the as-ls sales program define the primary objectives 
of the program as "the reduction of the inventory of HUD-aciiulred properties- 
while Insuring the maximum return to the Insurance fund." 

The fact that HUD will not warranty or provide mortgage insurance for 
properties sold through the "as-is" program indicates very clearly that HUD 
18 withdrawing from a situation that they played a primary role in creating 
and that they are quite willing to let the financial consequences of that act 
&11 on the local community rather than on the insurance funds that were 
eMabllEbed by Ocmgresa to deal with such losses. 
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The use of Oie "as-ls" sales prosram has Increased rapidly during the past 
year. It represented only 5% of Bales during 1973. By the second quarter of 
1974, it represented 25% of sales and HUD apparently was urging area offices 
to sell at least 50% of their properties "as-ia." Among other things, this means 
that the largest source of rehsbilit«ted homes in Oakland is engaged In at 
least a partial withdrawal from the Beld of rehabilitation and rehabilitation 
lending. 

Previously, HUD has been advancing the coat of the rehab out of their own 
funds and then providing mortgage insurance on the take-out loan to the buyer. 
It is highly questionable whether a speed-up in sales is worth trading for HIJD'a 
role in providing construction funding for rehabilitation and takeout financing 
lor repossessed properties. 

HUD'S attempt to sell a substantial portion of their inventory without war- 
ranty and without loan guarantee can hardly fail to have an adverse Influence 
on the marketability of all properties in East Oakland. Indeed, the practice 
appears to be a rather blatant form of red lining by HUD, itself. Such limited 
funds as the local commnnlty has available could be better spent on the 
properties that are not HUD-owned, while looking to HUD to take care of the 
properties that have become a problem through the operation of HUD programs. 

Oalcland is not the only community that has expressed reservations about 
the "as-is" sales program, as is evident from the two attached news articles. 

Jim Price's memo to the City Council Civic Action Committee (see coiy 
attached) sets forth some interesting statistics. One of the reasons advanced 
for supporting the "as-ls" sales program Is that it will reduce the time that 
properties remain vacant. 

The "critical path of a defaulted home" that is part of Price's memo shows 
a total time of IS months from default to close of sale to a new buyer. HUD 
does not gain title until the end of the eighth month. Six months are allowed 
for the rehab process and two months for a sale. The times set forth are 
averages ; In Individual instances, the process may be shorter or longer. 

Obviously, the Only period that Is subject to shortening by the "aa-Is" pro- 
gram Is the 8 mouths following acquisition by UUD. Whether this period would 
be shorter if proper safeguards are Imposed on the "as-is" programs is opea 
to question. Whether HUD itself could shorten the period through tighter ad- 
ministration of the program, given adequate funds and personnel, is also open 
to question. 

The six month period between HUD's acquisition and sale of the property 
Is taken up by turning the property over to a management broker who obtains 
a code letter, a termite report and prepares specifications for repairs and makes 
a cost estimate and an appraisal to determine the recommended sale price 
after repairs. HUD then puts the work out to bid, selects a contractor and has 
the work completed. The final two months are required to close the sale, A 
private purchaser would be faced with the same process — the assumption that 
it would get done more rapidly needs demonstrating — at least to people who 
have been involved In enforcing the obligations of redevelopers to complete 
projects within projected time schedules. 

The question is not necessarily one of efficiency. The private profit-motivated 
operator or owner who Intends to rehab for his own use may have compelling 
reasons for delay, such as anticipated fluctuation in the money market, trouble 
with contractor or sub-contrsctor, or trouble obtaining needed materials, and 
finally, trouble finding a willing purchaser who can qualify for whatever 
financing he may have available. 

It has been suggested that the "as-is" purchaser could be required to post a 
bond guaranteeing completion. Such a requirement might well be effective In 
many cases of Insuring timely completion. However, it would not guarantee 
that the property would be sold and occupied. In those cases where the bonding 
company had to complete the work the element of time saving would certainly 
be Oast Getting a bonding company to complete a Job is not an easy or quick 
process, A bonding requirement would eliminate many small contractors who 
could not qualify for a bond. Minority contractors particularly have exiierlenced 
great difficulty in obtaining bonding. 

Declaring a property sub-standard prior to sale would give the City the necea- 
sary authority to enforce completion before occupancy, but It would not 
guarantee timely completion and where enforcement was necessary, another 
time-consuming legal process would be Involved, 

"As-ls" property sales to the City or to non-profit organixationa under care- 
fully controlled conditions may have some merit. 
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At a minimum tbe Gltj' abonld ask HUD to make "as-ls" sales only wltb the 
conseat and involvement of the City in the process and then only on the con- 
dition that HUD make construction and take-out flsancing guarantees avail- 
able to each purchaser. 

Mr. Price's memo shows that HUD typically experiences a loss of f6,T23 in 
selling property. If the City gets involved in purchasing HUD properties it 
should make sure that this loss situation is not transferred to the City. Congress 
established the FHA programs and HUD has operated them. The law provides 
an insurance fund to take care of defaults. It is not reasonable to expect 
already overburdened cities to pick up the tab for programs that have come 
to grief through circumstances outside the control of the City. Such an end 
result could not even fit within Mr. Moynihan's [dtrasc "benign neglect." It 
would have to be called malignant neglect. 

AOBITOIES 

Cittet, CommvnUp Qroupi Wary of HUD'a A»-Is Digpogition Program 

HUD'S '"as-la" property disposition program, under which abandoned, HUD- 
FHA-held properties are sold without rehabilitation to both investors and owner 
occupants, has recently come under heavy fire from both city governments and 
community groups. 

The complaints range from accusations of federal insensitivity to the larger 
social cost of unloading tlie homes indiscriminately to the highest bidder, to 
charges that HUD is luring unsuspecting homebuyers Into a deal from which 
they will never be able to recover. 

Among tbe suggestions put forward by critics is one that no title be forwarded 
to a buyer until the property is certified as meeting code standards. Another 
is putting a warning on all contracts which advises buyers of the enormous 
costs they may have to bear in rehabilitating the homes. 

"Gompletelif Inappropriate" 

Andrew Ollns, housing aide to Boston's Mayor Kevin White, is one of the pro- 
gram's most bitter opponents. "This policy is completely inappropriate," he told 
HDR recently. "It may save HUD's bacon, but it'll ruin us." 

He ai^ues that HUD's desire to get tie homes out of the federal inventory 
at any cost makes sense from a management point of view, but not as policy. 
Although the homes cost HUD millions every year to maintain — $86,000 per 
month for 700 buildings in one neighborhood of New York alone— Ollns says 
that the eventual cost to the city could t>e many times greater. 

One reason for this Is HUD's policy of denying FHA insurance of any type 
to homes bought by individuals. Unsuspecting buyers, Ollns says, will put down 
tbe cash payment needed to get the house and then find out that they cannot 
secure financing to rehabilitate it. The nest step would probably be abandon- 
ment, be claims, and then the city, not the federal government, would be facing 
the same dilemma. 

"The whole fundamental problem in the as-Is and homesteading programs." 
Ollns concluded, "is the lack of financing — its deception and absolute fraud." 

Very similar poucerns were voiced In a recent letter from a New York com- 
munity group to HUD Secretary James T. Lynn and Regional Administrator 
S. William Green, The July 29 letter to Lynn from the Association of Neighbor- 
hood Housing Developers demand au "immediate cessation" of tbe as-is pro- 
gram in New York. The group, which spoke for 7 neighborhood developm^l 
groups, says that It supports the concept of horaeownership for lower-income 
families, but is "appalled at the procedures by which HUD" is selling the 
homes. 'Too often, the letter continues, "unsuspecting low income purchasers" 
will have "neitlier the means nor access to necessary professional, technical 
and financial assistance required to restore these homes o livable condition." 

In a telephone interview with HDR, Robert Schur, the group's president, esti- 
mated that the average cost of buying and rehabilitating a HUD-owned one- 
family home is between $13,000 and 824,000. For a two-family house, the cost 
Jumps to about $30,000. 

With such high costs, and HUD's policy of denying insurance to owner-occu- 
pants, Schur predicted two possible scenarios. On the one hand, owner occupants 
will buy the homes, not knowing what's in Store. They'll see the bills start to 
mount up, and they'll seek financing. Without insurance, no lender in the area 
will be willing to make the investment. Typically, Schur said, the final step 
is abandonment. In these cases, this could be accompanied by financial ruination 
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of nneaspectliig bnrerB who Bank their metier life savInKs Into what they 
thonsht was a good luTeatment. 

If such buyers are cautious and stay away, the reenlt may etiil be the same, 
Schnr continued. Then speculators could pick up the properties at HUD'a rock- 
bottom prices. Unscrupulous ones could do minor, cosmetic rehab work, sell the 
homes to the same poor families, and secure them mortgages with HUD-FHA 
insurance, since HUD has said It will insure homes bought this way. Says 
Schur, "we've been this route before. It's the reason why the houses are aban- 
doned in tbe first place." 

Instead of "wholesaling" the houses, Schur adyocates a measured and coor- 
dinated HUD policy for unloading the homes and assisting the buyers and 
neighborhoods into Uie bargain. 

Bepresentatlves of the group wlU be meeting on August 19 with Oreen to 
discuss these Issues. 

Code Oertiftcation 

One way to short-circuit tbe gloomy process outlined by Schur was offered 
by Eon J. Hewitt, Acting Director of Detroit's Community and Economic De- 
velopment Department. With the nation's largest single inventory of HUD- 
owned, abandoned homes, Detroit Is also nervous about HUD'a disposition plane. 
He said that tbe city bad suggested to HUD that it hold back title to the prop- 
erties until Detroit inspectors could certify tbat code violations had been met. 
"This would give us some control over what's being sold," he espalned. 

Such an arrangement was In effect for several months, according to Hewitt, 
bnt the FHA sent out a circular rescinding it In May. He said the agency Justi- 
fied the move on the grounds that "it's not done anywhere else." Subsequent 
discussions with the FHA, Hewitt stated, have not been productive. As a result, 
the city council has asked tbe buildings department to draft an ordinance 
which would require HUD to follow this course. 

Without such a qualification, Hewitt added, "I can't think (tf a single gronp 
in this city that's in favor of the as-is plan." 

BUD Confidence 

Officials at HUD responded to these criticisms by expressing a basic confidence 
In the aa-ia disposition concept, while acknowledging that there may be some 
problems to work out in its actual administration. William K. Cameron, Director 
of the Office of Property Disposition at HUD Central, told HDR that field per- 
sonnel are currently examining recent sales to see what the problems are. A 
study Is being prepared, he said. In order to provide the basis for new regnla- 
tlons to govern the program. He hoped they would be ready "soon." 

Cameron added that as-is sales are presently accounting for about 30 percent 
of HUD'S overall monthly sales figures. In recent months, this overall figure has 
topped B.CXW properties. 

In New York, where the issue baa been joined more forcefully than elsewhere, 
S. William Green, Regional Administrator for R^on II, told HDR that he is 
confident that tbe sates materials provided to prospective buyers "make it very 
clear" that substantial amounts of money, secured by loans not eligible for 
federal insurance, will be needed to bring the houses up to code. 

Cameron also said that HUD had specifically instructed its field offices to 
make it "very clear" to prospective buyers that they will be facing costs far 
above that of the purchase price, and will not be eligible for federal insurance. 

"I have to assume," added Green, "that any person who can walk Into the 
office and put down a couple of thousand dollars is capable of making responsible 
decisions." 

He said that tbe average price of an as-is home has been aronnd $3,000 in 
New York. 

-Speaking to the question of speculators, be asserted that the lack of rehabili- 
tation loan Insurance in the first instance and the lack of any guarantee of 
FHA mortgage insurance later would keep the shady operators out of the 
bnslneas. He added that the FHA scandals of the past bad stemmed largely from 
a lack of adequate Inspection by FHA appraisers when Insurance was Involved, 
"That won't happen again," he stated, 

[ PUBLIC H0U8IN0 MODERN I2ATON 
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tlon ftinds. TUs would be a change from present practice, which allows local 
hoQsing authorlUes latitude in deciding where the funds will be utiUzed. 

Other changes being considered in the rerised handl)ook include some tech- 
nical amendments to simplify processing, and provisions for tighter HDD mon- 
itoring of fund utilisation. C. Wayne Hunter, acting chief of the publicly fi- 
nanced housing programs branch of HUD'S Office of Housing Management, told 
HDR that all of the changes are only in the discussion stage at this point, 
however. 

"Oetteric PHorttiei" 

Hunter explained that the agency Is considering advancing certain "generic 
priorities" for the use of modernization funds. Especially in times of rising costs. 
Hunter said, it is important to answer two questions : how much to spend, and 
where to spend it. Thus, where funds are limited, HUD might tell local author- 
ities receiving the funds that they should be used primarily for code violations, 
for esanaple, as opposed to amenities. 

The other clianges under consideration, according to Hunter, are aimed at 
expediting funds request processing, and insure "more efficient use" of mod- 
ernization funds. 

Delated PuMicO'tion 

Although the handbook was originally scheduled for publication in the Fed- 
eral Regitter in mid'August, Hmiter said that staffing problems had prevented 
the necessary work from beiogr done. He declined to give a new esUmated pub- 
lication date, nothing only that "it Is a very high priority here." 

Prior to publication for comment, Hunter said field office personnel would 
be consulted on the contents of the handbook. He also said that "advisory par- 
tidpation" by FHAa is being considered. 

HUD'S inability to offer forbearance to Insured multitamily project owners 
whose mortgages are backing GNMA securities has not seriously affected the 
assignment rate among such morigagors, an ongoing HUD study shows. 

These findings dlvei^e from earlier concerns expressed by housing manage- 
ment officials that the mortgage backed securities program's lack of flexibility 
r^arding forbearance would hamper efforts to keep temporarily distressed 
projects in private hands through so-called "work out agreements." (See HDR 
Vol. 1, No. 26. B-3 ; Vol. 2, p. 197 for background reports. ) 

Under the mortgage backed securities program, GNMA guarantees investors 
timely "pass- through" payments of principal and interest on their securities. 
Thus, owners whose property is in the pool are not able to take advantage 
of HUD forbearance measures without Jeopardizing the pass-through. This puts 
them at a relative disadvantage to other owners of HUD-FHA programs, 
according to some officials, who pointed out that the guarantee to investors 
means HUD has to be assigned the mori:gage as soon as it defaults, to protect 
ONMA's Stake In the Issue. 

According to the partially completed report, however, only six of 91 projects 
put Into GNMA'H securities pools through the first half of calendar year 1973 
have been assigned to HUD because of mortgage defaults. Of course, says Wil- 
liam M. Toi, assistant to the director Of HUD's office of loan management and 
author of the study, only one could have been helped by forbearance measures. 
The others have continued in defaulting despite assignment, and increased the 
amounts by which they are in default. The one exception, a relatively small, 
$SOO,000 mortgage, has decreased its default amount sharply since it was as- 
signed, indicating that short-term forbearance might have helped. 

In calendar 1974. another 95 projects have been placed in mortgage backed 
security pools. Two of these, said Fox, went Into default and had to be assigned. 
He warned, however, that it is probably too early to draw reliable conclusions 
about these %. 

Data from the second half of calendar 1973 are not available. Fox said. 



(From McOrav-HUl News, Chicago, IU.I 
If the preliminary opinions of Judge Hubert Will are made effective througli 
a court order, the whole nature of Uie Federal Housing Administration's sub- 
sidized mortgage program could change dramatically. Mortgage bankers and 
lenders who see themselves as prudent middlemen protecting iovestment 
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bave to asenme some "handtaoldlng" fnnctloDs with borrowers, and HTTD might 
bave to become mucb more of a policeman in monitorli^ FHA-aubsldlzed 
mortgages. 

Botb HUD and Chicago's mortgage companies are tranticallr trying to tore- 
stall that posslbilit;. 

78,000 bouses. Judge Will made bis charges in a class suit against HTID, its 
officers, and mortgage bankers and lenders, by Mrs. Johnnie D. Brown, whose 
FHA mortgage was foreclosed in 1972. 

Mrs. Brown, a mother of six wbo is still living in her $24,200 bouse, missed 
one monthly payment to the mortgage company because of a hospital stay, a 
loss of work and a delay in the delivery of her aid-to-dependent-eblldrea check. 
After notifying the company of the delay, Mrs. Brown made up her late pay- 
ments and penalties but refused to pay $625 In legal fees. The company filed 
for default. 

In denying a motion to dismiss HUD or Its officials from the case — the mort- 
gage companies were dismissed — Judge Will blasted the department's handling 
of th e entire mortgage-subsidy program. As of last April, the program had left 
HUD as the owner of 78,000 foreclosed houses— 2,200 of them In Chicago. An- 
other 5,000 foreclosures were then expected. 

Warning. The judge pointed out that HUD has become by far the largest 
owner of abandoned slum buildings in the Chicago area, and he observed : 

"If HUD had consciously and deliberately set out to frustrate the Congres- 
sional purpose and sabotage the (FHA) program^ it could hardly have done 
so more effectively short of simply refusing to carry it out." 

The judge then warned that, if it is proved that HUD did not enforce Its 
guidelines, the HUD policy constitutes "an abuse of discretion in violation of 
the National Housing Act," This abuse of discretion, he further cautions, Is 
actionable. 

Defense. At the h«irlng, HUD defended its policy of allowing mortgagees to 
make foreclosure decisions, subject only to HDD's suggested guidelines. But 
Jndge Will said the existence of HUD's guidelines Indicates that Congress 
Intended that HUD protect those in "marginal financial circumstances" from 
being "thrust , . . into the marketplace." He said EUD apparently "believes its 
commitment Is limited to assisting xioor families In acquiring a mortgage but 
that the commitment somehow evaporates thereafter." 

The department "has tragically misled thousands of low-income Americans," 
the judge said, by its failure to deal with "Inevitable temporary crises such as 
illness (and) temporary unemployment." 

Delays. The case will now go through months of a legal process called "dis- 
covery," during which the plaintilTs attorney will try to prove that HUD did 
violate its own guidelines. 

Mrs. Brovm's attorneys have added eight homeowners to the case and will 
add more. They may also appeal the judge's dismissal of the mortgage com- 
panies from the suit. 

The case could break new ground, for HUD may be forced to reexamine its — 
as Judge Will puts It — "preoccupation with its commitment to the mortgagees." 
The judge upheld HUD's contention that due process was not violated in the 
foreclosure, but that was a small victory when considered along with the sug- 
gestion that HUD must enforce its handbook provisions. 

Chicago's HUD officials agree that mortgage companies are Foreclosing too 
quickly in some cases, but these ufhcials argue that there Is nothing they can 
do about It. 

John Waner, Chicago's regional administrator for HUD, has been accusing 
many mortgage companies of mercilessly foreclosing on PHA-subsidized mort- 
gages and of Ignoring HUD recommendations to counsel homeowners. Waner 
says that, in 70,000 to 80,000 foreclosures, "I couldn't find five cases where 
forbearance was granted." 

"If a person shows good faith, for God's sake, we should at least give blm 
that one break," Waner insists. "Somebody has got to care," 

Lenders' side. A mortgage banker takes a somewhat different view. "Our 
basic posture Is we make loans to people but the basic obligation to make pay- 
ment Is theirs." says Leonard Biglln. vice president of Great Ijakes Mortgage 
In Chicago, "We have an obligation to be fair to tbem, and to be reasonable 
when they have a problem. But we don't have a social-welfare obligation to do 
everything possible to keep tbem in the house. We are still a lender and they 
are a borrower. 
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"If our basic posture is go\ng to be changed — isstead of our first obllEatlon 
being to protect the investment, we must protect the borrower— then it wiil 
not l>e done without a lot of adjustment and agony throughout the tending 

Reforms. The Chicago Mortgage BanlterB Aasn. and HUD have formed a 10- 
member liaison committee on servicing of loans. The committee will look at 
su[)ervislon problems in securing property, along with possibly relnstitntlng 
the informal-notice procedure. 

While HUD etitl has its defenders — ."We have hundreds of thousands of in- 
sured mortgages, which means people in homes that they wouldn't be In If it 
weren't for HUD," one federal official says proudly — the defenders are dwin- 
dling. Dissatisfied homeowners have been criticizing the FHA program for 
years, and now an angry judge and federal officials have joined in. 

— ^Dehnis Chase. 

[From McOia<r-HlU Neva, Chicago. Hi-] 
FmsT Hefchds Appear iti Gypsum Pmce-Fix 

That W7-64-million settlement of the gypsum price-filing suit [News, Feb.] Is 
finally filtering Into the hands of gypsum users. 

The first checks went out in November to memt>ers of three of the five cate- 
gories of plaintiffs in the class-action suit : participating governmental bodies, 
dealers and subcontractors. More checks, for general contractors and owuer- 
builders, will be out by year end. 

These payments are only half of the total settlement, which. Including accrued 
interest, now runs to about ST5 million. The other 50% will sit in escrow 
priding court appeals by defendants. 

Here is the breakdown of payments to plaintiff classes : 

Owner-buiidera, 36.90% ; Dealers- wholesalers, 21.15% ; Snticon tractors, 
21.15% ; General contractors, 10.80% ; Government liodles, 10%. 

The defendants were U.S. Gypsum, National Gypsum, Kaiser Oypsum, Flint- 
kote, Flbreboard, Georgia-Pacific and Celotex. 

The distribution to the roughiy 68,000 claimants is being handled by Frederick 
Furth of San Francisco, chief counsel for the plaintiffs in the action and now 
trustee for the settlement fund. CutoiT date for filing a claim was April 5, but 
any interested parties may write to Furth at the Russ Bldg., 23S Montgomery 
St., S.F., Calif. 84104. 

Crrr op Oaklanu, 
Ofpicb Of THE City Mahaoeb, 
Oakland, CaUf., January 2, 1975. 
Hon. City Cockcil, 
Oakland, CaHf. 
Subject : Status of moratorium on "As Is" sales of FHA-HUD owned properties. 

Mb. Mayob iWD Members of the Council : On Decemtwr 10, 1974, the Council 
asked for a report on the status of an agreement wherein the U.S. Department 
of Hou^ng and Urban Development was to withhold until January 15, 1975, the 
further sale of residential properties on an "as is" basis. 

There are several reasons why this moratorium should be extended until 
March 15, 1»75. The staff has discussed these reasons and requested a 60-day 
extension with Mr. James Price, Regional Administrator, HUD. Mr. Price 
indicated that he wiil consider granting an extension of the moratorium for 30 
or 60 days provided the City is making progress on Instituting some remedial 
measures, and provided the Council supports the staff request for an extension. 

Daring this additional period, the staff will initiate negotiations to obtain a 
waiver from HUD of their present time and notice requirement, during which 
the City's Housing Advisory and Appeals Board would have time to formally 
declare a residential building as substandard. The waiver is intended to cover 
those buildings which HCD officials have already recognized as substandard and 
have advertised for sale on an "as is" basis. The code requires that a buyer 
must rehabilitate a substandard and/or unsafe residential building before it 
can be reoccupied. Failure of a buyer to obtain a certificate of occupancy to 
conform to this requirement constitutes a misdemeanor. 

Time is also needed for the staff to complete work on an application for 
HDD certification of a housing counseling program. Preparatory work on this 
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new program Btarted oa December 20, 1&74. The staff will have an application 
ready for aubmleaion to HUD before January 31, 1ST5. This proposed coonseUng 
IB essential to reducing the number of dellngoenc; and default cases which 
cause so many homes Co be abandoned. 

The City staff is also exploring with HDD officials the possible Implications 
of the City arranging for caretakers for houses that are rehabilitated under 
HUD contracts, so that the houses could be finalized and certldcates of occu- 
pancy IsBued, In this way the caretakers could move in, assuring that the 
housing is maintained in safe and livable condition until sufli time as the 
property is sold and ready for occupancy by the new buyer. The thouglit that 
we are exploring is finding couples wlio would be willing to assume the role of 
caretakers with free rent during the period that they were acting as caretakers 
of the reliabllltated unit. 

Id addition to the proposed agreement to provide security, we hope to have 
HUD contract with the City for a housing surveillance program. The object 
will be for the City to check all HUD repossessed units on a monthly basis to 
determine if the broker under contract with HUD Is maintaining these units 
according to HUD specifications. 

At the present time, HUD owns approslmately three hundred of the estimated 
twelve hundred vacant houses in the City. The Building and Housing Depart- 
ment is proposing an accelerated program to inspect all vacant and unsecured 
buildings. As fast as possible the files on such buildings will t>e presented to tlie 
Bonslng Advisory and Appeals Board in order to have them declared sub- 
standard. This will entail additional staff time and more time on the part 
of the Housing Advisory and Appeals Board, 

Finally, more time Is needed to determine the status of the Urban Home- 
steading Program and the lowest price (if any) that these properties can be 
deeded to the City. 

Under these circumstances, the staff recommends that the Council adopt a 
motion requesting an extension until March 15, 1975, of the moratorium on the 
sale of these residential properties on an "as Is" basis by HUD. 

In this respect, the Council should consider Resolution No. 2860 of the Housing 
Advisory and Appeals Board regarding the sale of property on an "as Is" basts. 
This Resolution was forwarded to the Council on December 30, 1974 (copy 
attached). 

Respectfully submitted, 

Caen, S. BiLKT, 

City Manager. 

CriT OF Oaelakd, 
^^ December SO, 197i. 

Iktebofficg Lbttbb 
To : City manager's office. 

From : Building and Housing Department ( Housing Division ) . 

Subject : Resolution No. 2850 by Housing Advisory and Appeals Board on HDD 
"as 18" property. 
The Housing Advisory & Appeals Board, for the past few months, has been 
concerned with reports from staff on "As Is" properties being sold to unsuspect- 
ing low-Income citizens without full disclosure of violations existing In said 
properties. 

On December IB, 1974, the Board passed the attached resolution as a recom- 
mendation to the Mayor and Council to help solve the problem. 

The Board felt with the 60 day moratorium on "As Is" housing sales, that 
the enclosed resolution, with its recommendation, might assist the Mayor, 
Conncil, and City Manager in future dealings with the H.U.D. staff. 

EnBTCO TiAPARBItBAi 

HouHnff Divitioft Official. 
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Houstitfi Advisokt aud Appeals Boaed. Resolution No. 28S0 
Uoved by Jones and seconded by Tboman. 



Wbereas, Ordinance No. 8649. C.M.S., commonly referred to as the "Oakland 
HonsiDg Code", sets forth at Section H-20T(a) tbe requirement aod respoaslbil- 
lUes tnr a HoqsIiik Advisory and Appeals Board, and 

Wbereas, Your presently ctmstiiuted Mousing Advisory and Appeals Board 
bas noted the practice of the Department of Housing and Urban Development 
In eelliag their repossessed housing units in the City of Oakland on an adver- 
tised "As Is" basis to the highest bidder, and 

Whereas, It has been determined that properties purchased on an "As Is" 
basis have been resold to unsuspecting moderate and low Income citizens with- 
out the full disclosure that the Housing Division of tbe Building and Housing 
Department has a. hat of violations outstanding against the property and many 
of these properties are in such condition as to warrant a case file being pre- 
sented to this Board for substandard action ; and 

Whereas, Many of the "As Is" sales have been rehabilitated to a high level 
and Certificates of Occupancy have been issued ; and a complete suspension of 
such "As Is" sales will ultimately result in many of the structures being demol- 
ished and removed from the tax rolls; and 

Whereas, It Is felt that the time period of the moratorium presents an oppor- 
tunity for a constructive program to be developed with the Department of Hous- 
ing and Urban Developmeiit ; and 

Whereas, The Oakland Housing Code provides that buildings declared Sub- 
standard by this Board cannot be re-occupied nntil such time that a Certificate 
of Occupancy Is issued ; and tbe noted Code provides for prosecution of persons 
violating such declarations ; now therefore be It 

Resolved, That tbe Oakland City Council consider tbe establishment of a 
policy with tbe Department of Housing and Urban Development for this Board 
to declare such "As Is" properties, which are listed for sale and which do not 
have Certificates of Occupancy, as "Substandard and/or Unsafe Residential 
Buildings," thus preventing their occupancy while In a substandard condition. 

In regular meeting at Oakland, California, on Thursday, December 19, 1974. 

Passed by the following votes: <T) Ayes: Bachman, Bruce, Jones, Payne, 
Pennington, Rubensteln and Thoman. (0) Absent. 

Jauss L. Bbtjoi; 

Chairman. 



Evaluation of the "As Is" Plofebty DisPOsniON Sales Pboorau 

L PUBFOBE OF THE STUDY 

This evalnatlon was undertaken to determine if the "As Is," All Cash, With- 
out Warranty Sales Program was being utilized In Region IX to meet the 
Department's goal of reducing the Inventory of acquired properties in such a 
manner as to ensure the maiimnm return to the mortgage insurance funds 
while complementing the national goal of developing decent, safe and sanitary 
bousing. The evaluators developed their assessment of the "As Is" Sales Pro- 
gram through an analysis of three major questions: They were: (1) What la 
the Impact of the Individual "As Is" Sales Program on localities; (2) What Is 
tbe impact of the Individual "As Is" Sales Program on consumers; (8) What Is 
the impact of the Individual "As Is" Sales Program on HUD. 

IL SUUltABT 

Hie "As Is" Program appears to be capable of meeting the Department's 
objective of reducing tbe Inventory of HTJD-acqnired properties while retuning 
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bousing to commnnltlea which may be made free of major health and safety 
deficiencies. However, tbe evaluatlOQ also revealed a number of exceptions to 
this general rale. In fact, the absence of serious bealtb and safety conditions 
in properties appears to be more the result of fortuitous conditions than of 
program design. To minimize the number of properties sold under the "As Is" 
Program whlcb are not subsequently made free of major health and safety 
defleiencies, the evaluators have developed a series of recommendations designed 
to strengthen HUD and local management of the program. 

in. BACKOBOUHD 

TIte study was requested by the Regional Administrator and the Assistant 
Regional Administrator for Housing Management in response to the increased 
nee and new Interpretation of the conditions of an "As Is," All Cash, Without 
Warranty Sale as described in the May 8, 1974, memorandum of H. B. Craw- 
ford, Assistant Secretary for Housing Management. That memorandum modi- 
fied one of the five conditions under which the program could be utilized as 
described in Chapter 6, paragraph 149 of HUD Handbook 4310.5. The effect 
of the policy was to make any property available for disposition through the 
"As la" Program, subject to the three major limitations. The limitations were : 
comparability with the surrounding properties; major structural deficiencies 
deSned as foundation defects and unsound studs, rafters and beams; and 
maximum return to the Insurance fund. The policy of increasing the use of the 
"As Is" Program was designed to decrease the HUD inventory of acquired 
properties. 

Prior to the May 8. 1974, memorandum, the program had minor usag« in 
Region IX with "As Is" sales comprising 5% of property dispositions In 1973. 
Program usage Increased in the first three months of 1974 with "As Is" sales 
comprising 16% of property dispositions and again in the second quarter 
comprising 25% of all property dispositions. 

Subsequent to the circulation of the initial draft of the present study, the 
Department formally amended its guidelines governing "As Is," All Cash, 
Without Warranty Sales. The revised guidelines describe the primary objective 
of the property disposition program as the reduction of the inventory of HUD- 
acquired properties while insuring the maximum return to the insurance fund. 
The primary technique for achieving this objective is a maximized use of the 
"As Is," Without Warranty, All Cash Sales Program. The revised program 
guidelines dated September 11, 1974, extend the use of the "As Is" Sales 
Program beyond the frameworit established by Secretary Crawford's May 8, 
1674, memorandum. The revised policy allows for the utilization of the program 
subject only to the limitations of compatibility with neighborhood and masimum 
return to the insurance fund. 

Although developed prior to the new policy Issuance on "As Is" sales, the 
findings and recommendations contained in this report are consistent with 
the new policy guidelines. Because the evaluation identified potential problem 
areas not addressed in the September 11, 1974. notice, the recommendations 
are designed to complement the policy established in the memorandum. 

The study evaluated only the Individual, "As Is," All Cash, Without Warranty 
Program which constituted only a narrow segment of the property disposition 
program at the time of the evaluation. The evaluators did not attempt to 
explore the multitudinous factors surrounding the disposition of all acqnired 
properties. In addition, the study was conducted within narrow time constraints 
to provide an early assessment of the program. Because of the relatively 
limited usage of the program prior to the May 8, 1974, memorandum and the 
high rate of unoccupied structures sold under the program, the early assess- 
ment was able to identify potential problems in the program. Despite its time 
constraints and its focus on only the "As Is" Program, the evaluation was 
within the framework of both the objectives of the Property Disposition 
Program as well as those of the entire Department. Those objectives were the 
rednctlon of the inventory of HUD-acquired properties as described in the 
September 11, 1974, notice, HM 74-57, as well as the provision of a suitable 
living environment and decent bousing as described in Title I of the Housing 
and Community Development Act of 1974. The evaluation indicated that both 
of the Department's objectives could be accomplished through the "As Is" 
Program. However, to preclude the achievement of one objective at the expense 
of another, the evaluators developed a series of recommendations Intended to 
achieve the objective of reducing the HUD Inventory while assuring the achieve- 
ment of the Department's responsibility of providing decent housing and a anlt- 
able living environmeat. 
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IV. uin:BODOLoaT 

The BtuAy design was comprised of three separate evaluation efforts. The 
first effort was comprised of a review of 407 individual. "As Is" files In four 
Region IX offices ; The San Francisco Area Office, the Los Angeles Area Office, 
the Sacramento Insuring Office and the Santa Ana Insuring Office. All available 
flies for properties, and a limited number oC files for lots, sold and closed during 
tbe period January 1, 1974, through June 30, 1974, were reviewed. In addition, 
properties advertised during the "As Is" Sales Week announced by Secretary 
Crawford, but sold and closed during the month of July were added to the 
file review sample. Properties sold under the bulk sales program were not 
included in the sample. 

The second effort involved interior Inspections and Interviews with occupants 
of properties sold under the "As Is" Program in localities under the Jurisdic- 
tion of three of the four HUD offices. Interviews with occupants and interior 
inspections of some 57 properties sold under the "As Is" Program were conducted 
in Oakland, San Jose, East Palo Alto, Sacramento, Southwest Los Angeles, 
Northwest Los Angeles and Southeast Los Angeles, An additional 81 exterior 
Inspections of properties in the same areas were made. Interviews were con- 
ducted by members of the PP&E stafF with the housing inspections being 
conducted b; single family housing inspectors from the two Area Offices. 

liie third evaluation effort involved interviews with the local officials 
responsible for Code Enforcement in 11 localities within the jurisdictions of 
the four HUD field offices. Those localities were : Richmond, Oakland, San Jose, 
San Mateo County, Sacramento, San Bernardino, Pontana, Ontario, Pomona, 
Los Angeles City and I,03 Angeles County. These interviews were conducted 
by members of the PP&E stafT. 



A. The current houging market and mortgage market are factors In the feaHtiU 

ity of the "Ae la" gales technique as a disposilion method for HUD-aegvired 
properties 

1. "As Is" sales occur in almost all localities where HUD has acquired housing 
and where a market for housing exists. 

2. The "As Is" sales technique is not an effective method of disposition in 
areas where HUD has acquired properties but where there is no market for 
housing. e,g. There are several localities within the Los Angeles Area Office 
jurisdiction where sales of acquired properties are not possible without HUD 
Insurance. 

3. Where the "As Is" sales technique has been utilized, the volume of "As 
Is" sales appears to have been proportional to the volume of acquired properties. 

4. With the exception of condominiums, "As Is" sales occur in all types of 
housing. 

5. The majority of properties sold under the "As la" Program were compa- 
rable to the housing stock of the neighborhood In which the sales occurred. 

fl. Investors are making primary use of the "As Is" Sales Program, 
The Identification of purchasers was established In discussions with occupants 
of inspected properties as well as by reviewing the Identification of purchasers 
in file reviews. The results of those two separate reviews indicated that: (a) 
In their inspection of occupied structures, the evaluators found that eighty 
percent of the structures had originally been purchased by investors ; (6) in the 
review of flies, the evaluators found that seventy-one percent of the structures 
sold under the "As Is" Sales Program, where Identification of the purchaser 
could be established, were sold to investors. 

B. The "Ag I»" Program appears to have the potential to work reatonably well 

1. The "As Is" Program appears to have the potential for returning housing 
to localities which may be made free of major health and safety hazards. 
Almost eighty percent of the structures sold under the "As Is" Program which 
were occupied and Inspected did not appear to have any serious safety or health 
deficiencies. (See Attachment A.) 

2. The "As Is" Sales Program appears to have the potential to improve the 
living conditions of the occupants of structures sold under the "As Is" Program. 

(o) The "As Is" Sales Program resulted in an Increase in living space for 
17 of 40 families occupying "As Is" structures. Occupants were able to rent or 
own structures with a larger number of bedrooms than previous residences. 
S^mily size of the same occupants did not increase while available living space 
did increase. The average Increase in number of bedrooms was 1.5 with a 
corresponding average increase of monthly housing costs of $80. 

----- - ^^"^ 
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(&) Fourteen instances of "first time ownership" irere Identified In tbe 
properties sorveyed. However, only five of these owners purchased directly 
from HUD. The remaining nine ownerEhips resnited from Investor resales. 

5. The "As Is" Sales Program has the potential for positive consumer satis- 
faction. Eighty percent of the 44 families who stated a comparison t>etween 
their "Ab Is" unit and their previous living circumstances Indicated that they 
liked their "As Is" unit better. 

4. The "As Is" Sales Program appears to have the potential for redncing 
the time HDD-acqnired properties are held in inventory. 

(o) The average closing time required for the "As Is" Sales Program was 1.4 
months in contrast to the 4,8 months required for closing under the repair 
program. This results in an overall savings of 3.4 months; In the closing time 
of &e "As Is" Sales Program. 

(6) The average time In inventory for properties sold under the "As Is" Sales 
Program was 8.1 months in comparison to an average time in inventory of 11.6 
months for properties sold under the repair program. This results in an overall 
savings of 3.5 months In the time in inventory for properties sold under the 
"As Is" Program. (See Attachment B.) 

6. The financial losses incurred under the "As Is" Program are comparable 
to those incurred under the repaired program. A comparison of the estimated 
repaired selling price less estimated cost of repairs was made with the actual "Aa 
Is" selling price leas actual repairs. Both figures were adjusted for taxes, satea 
expenses and holding costs. The results of the comparison revealed that the 
utilization of the "As Is" sales technique resulted In an average greater loss of 
$160 or a 2% greater loss than that estimated for the repaired pn^n^m. Since 
the difference between the two sales programs was less than ten percent, the 
difference was considered to be relatively inslgnifleant, resulting in comparable 
coats.^ ( See Attachment C.) 

0. Although operating reasonably v>ell, a number of prolilemg were identified in 
the courte of the evaluation -which warrant examination 

1. At the time of sale, the properties disposed of through the "As Is" Program 
displayed a wide range of ages and deficiencies. 

(a) The age of the housing stocic ranged from an average age of 19 years 
in the LAAO to an average age of 38 years in the SFAO. (Attachment D.) (It 
should be noted that the ranges of age are a description of the housing stock, 
and are not Intended to be Indices of deficiencies.) 

(6) The average estimated cost of repairs for properties sold under the "As 
Is" Program was $6,475 with the averages of estimated repair costs rai^cing 
from $4,700 In the LAAO to $8,900 In the SFAO. (Attachment D.) 

(c) Sixty-six percent of the properties sold had recommended repair esti- 
mates which exceeded 25% of the estimated repaired sales value of the structure 
in three of the four field offices surveyed. 

(d) Thirty of the structures under the "As la" Prt^ram contained a founda- 
tlo n, raf ter or stud deficiency. This information was obtained from the comments 
of HUD or City inspectors as described in the HTJD files. 

2. Properties sold under the "As Is" Program are not rehabilitated or repaired 
In numerous Instances. (Attachment A.) 

(a) Forty-iwo percent of the Inspected properties sold under the "As Is" 
Prc^ram were vacant. 

(6) Thirty percent of the vacant properties which were Inspected did not 
evidence any sign of repair. 

(c) Althoi^b not complete, the repairs on the remaining 70% of the vacant 
properties ranged from a coat of paint to complete renovation. 



■honld be Qotpd thnt tbe sample, described above. Included Dumerous properttea scdd 

" prior to the revised policy of May 1B74. Usage of the "As Is" Prograni p-*- '- 



raripd fram the usajce of the program after the isBnance of the Hu 

~ " ' the chaoKee In omce use of the "As Ie" ProKram ahoalcl 

flguren for the "As Is" Program. Speclflcallj, If dtspoattlon 

id ImDlemeDted quli^kly on newly acquired properties, it la 



t In different aavla)?e/]oaa flgures for the "As Is" Program. Specifically, If i 



anticipated that the savlni^ attributed to tbe lower holding posts will result In a „. 

to the Department, At the request of the Assistant Regional Administrator for HoultiiK 
Management, the proBt/loss comparisons will be monitored to determine the cost effec- 
tlTeoeu of the "As Is" Program In Region IX. 
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8. Twent; pei-cent of the inspected occupied properties which had been sold 
"As Is" appeared to have health and safetj deflclencies. The defects occurred 
In five categories: foundation, roofs, wiring, heating systems and hot water 
heaters. The defects were noted by Inspectors only If they were so severe as to 
pose a potential hazard to occupants. 

4. Properties recommended for demolition but sold "As Is" were found still 
standing and occupied. 

(a) A total of 13 structures (9% of those surveyed) which had been recom- 
mended for demolition during the disposition process were still found standing. 
Although the reasons for the demolition recommendations were not evident in 
all cases, one-third of these properties had been recommended for demolition 
b^;ause the repairs were considered prohibitive In relation to the repaired 
value of the structure. 

(6) Four properties which had received demolition recommendations were 
occupied by rental families. However, onl.v one of these properties was found 
to have serious health and safety deficiencies.' 

5. Within the limited sample, investors performed less necessary repairs than 
owner occupants. 

(b) Of the twelve properties found to have serious health and safety dlflcien- 
cles, ten were investor purchased (9 rentals and 1 resale). It was not possible 
to determine the ownership status of the remaining two deficient properties. 

(6) Thirty percent of the interviewed renter occupants indicated that no 
repairs had been performed by the owner investor. 

(c) Twenty-five percent of the units with investor ownership verifled had 
been resold. In two of these Instances, the properties had been purchased for 
less than $10,000 and were resold for approximately twice that amount with 
less than half the difference apparently spent on repairs. In four separate 
instances, however, the properties were subsequently purchased with VA 
Insurance. 

6. At the time of the evaluation, there did not appear to be common agreement 
among the field offices as to the conditions or procedures under which the "As 
Is" Program may be utilized. 

(a) The field offices had different understandings of the period of time during 
which advertised "As Is" sales were limited to owner-occupants and different 
nnderstendlngs as to the pertinent and necessary file information. The quality 
of available file information varied from office to office. Where file information 
was missing, the missing Item was most frequently one of the following pieces 
of information : the estimated repaired selling price, the estimated cost of 
repairs, the repair specifications and the acceptance of the broker's tender. 

(6) Twenty-eight percent of the flies reviewed contained either no contracts 
or no contract conditions Identifying the sale as an "As Is" sale, 

(c) Only sijt percent of flies reviewed complied with all the Region IX con- 
tract requirements for Individual. "As Is." All Cash. Without Warranty Sales 
as prescribed In the December 7, 1673, memorandum of the Regional Admini- 
strator. The December 7, 1973, memorandum required that the warranty be 
deleted and that both the Underwriting Operations Division and the appro- 
priate local building department be notified of the "As Is" sale. In addition, 
the sales contract was to be amended to : contain a statement that the property 
might not meet local or state building or housing codes; Indicate that HUD 
assumed no responsibility for compliance in connection with the sale ; include 
any known deflclencies or code violations and alert the purchaser that the 
local building department had been notified of the sale and condition of the 
property. All such contract amendments were to be acknowledged by the signa- 
ture of the buyer. 

It should be noted that, subsequent to the evaluation, the Regional Admini- 
strator for Housing Management has clarifled the outstanding procedures and 
procedures for "As Is," Without Warranty Sales. 

^gststant RpRlonnl Administrator for HoubIdk Man- 
irm lu monitor demolition recommendatlonB to ascertain 
e made In conformBnce with outitandliiB HUD regulatloDB. 



Digitized OyGOOgIC 



52 

D. The abtence of terious health and tafety condiUons in occupied ttrvcturet 
appears to be a matter of forluiloua condition v>hick cannot be attributed 
to proffram de»iffn 

1. HUD requirements are not adequate to prevent posC-sale oecnpnnts from 
llviDK In structures with serions health and safety deSclencies. 

(ffl) After the sale of au "As Is" property, HUD relies upon the local authority 
to insure that properties sold under the "As Is" Program are not occupied while 
containing severe health and safety dellcienclea. "As Is" procedures do not 
address the issue of HUD responsibility for assuring that properties were made 
ft«e of health and safety deficiencies after sale and prior to occupancy. 

(6) WttJi the exception of several localities under the jurisdiction of the 
SFAO, purchasers are not adequately informed of the specific and general 
conditions of the properties purchased under the "Aa Is" Program. 

(1) Prospective purchasers of "As Is" properties are not informed of specific 
known d^clencies in properties proposed for "As Is" sales. 

(2) The identification of the general conditions of "As Is" properties varies 
from office to office. In some offices, the notification of the sale as an "As Is" 
sale with potential code violations in the sales advertisement is considered ade- 
quate to inform a purchaser of the condition of the property, while In other 
offices the language is incorporated into the cales contract. 

(c) HUD procedures during the subject period were not adequate to assist 
local authorities in the implementation of their responsibility for the safety 
and health eonditions of a property sold under the "As Is" Program. 

With the exception of the Santa Ana Office, HUD files do not Indicate that 
all localities were being notified of "As Is" sales on a consistent, timely or 
relevant basis. The localities Interviewed indicated that such Information is 
essential to their enforcement of local policy. 

2. Local requirements ore not adequate to prevent occupants from living in 
stmctures with serious health and safety d^ciencies. 

(0) Many cities have neither developed a system for inspecting HUD-acquired 
properties nor for enforcing code compliance for properties sold under the 
"As Is" Program. 

(1) Six or 55% of the cities interviewed had no procedures for Inspecting 
HUD-acqulred properties prior to sale. 

(2) Eight or 73% of the cities interviewed had neither develoi^ed a compliance 
program nor taken any action to enforce local standards on properties sold 
under the "As Is" Program, unless such properties received spedfic complaints 
or were located withia as area receiving systematic code compliance. 

(b) Surveyed cities, which had developed a system for the Inspection of HDD- 
acquired properties and the enforcement of code compliance for "As Is" sales, 
have not succeeded in eliminating the occupancy of structures which are sold 
under the program which contain serious safety and health deficiencies. 

(1) In the City of Oakland, which has a certificate of occupancy program, 
only nine of the twenty owners of inspected occupied structures had received 
certificates of occupancy. Of the remaining eleven inspected occupied structures. 
five owners had applied for but had not received certificates of occupancy wtiile 
six owners liad not even applied for certificates of occupancy. 

(2) Two communities have attempted to coordinate the turn on of ntllitles 
with certificates of occupancy In an attempt to preclude occupancy of structures 
prior to the elimination of serious health and safety deficiencies. This effort has 
not been successful l>ecause owners turn on the utilities. In addition, the poor 
record keeping of utility companies In Oaliland undermines this effort In 
Pomona, utility companies have exhibited poor cooperation with the City. 

VI. BECOUMEN0ATIOIT8 

The "As Is" Sales Program has the potential for achieving both the Depart' 
mental goal of reducing the inventory of HUD-acqnlred properties as described 
in circular liS7, dated September 11, 1974. as well as the De[)artmental goal 
of providing decent housing and a suitable living environment as described 
in the Housing and Community Development Act of 1GT4. To preclude situations 
where the goal of reducing the inveatory of HUD-acquired properties is achieved 
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at the expense of the goal of providing decent honslng, the following recom- 
mendations have been developed to Implement current Departmental policy. 
The recommendations have been developed to ensure that structures sold under 
the "As Is" Program are made free of serious health and safety deficiencies 
prior to occupancy. The recommendations are : 

1. To clarify the purchaser's responsibility to bring "As Is" properties into 
compliance with local codes, all field office Property Disposition staffs should : 

(a) Amend the "As Is" contract to: (1) Delete the warranty; (2) Insert a 
statement indicating that the property may not meet local or state building 
codes; (3) Insert a statement that HUD assumes no responsibility for the 
compliance of property with local or state building or housing codes; {4} Insert 
a statement that the local building department (or bousing department, as 
appropriate) has been notified of the sale and the condition of the property; 
(5) insert the known property deficiencies or code violations. 

(b) Have purchasers of "As Is" properties acknowledge all contract amend- 
ments or addendums, 

2. To strengthen the ability of localities to aaume responsibility for "As Is" 
properties sold in their Jurisdictions, field ofSce Property Disposition staffs 
should : 

(a) Report all "As Is" sales to the local building or housing department. 

Such local notification should occur at the HUD closing and should include 
all relevant information : street address of the property ; name, address and 
telephone number of the purchaser ; copy of the sales contract and addendums ; 
and a copy of the City Inspection letter. 

(6) Provide incentives for the development of both local pre-sale inspection 
programs for HUD-acquired properties and for local post-sale compliance with 
a[)pllcable local standards. (1) HUD should require and pay for local pre-sale 
housing inspections of all HUD-acquired properties which receive "As Is" dispo- 
sition recommendations and (2) where cities cite lack of staffing or funding as 
a deterrent to the development of compliance programs, and where cities request 
HDD assistance, HUD ^ould provide information on possible funding sources 
in the Housing and Community Development Act of 1ST4. 

3. To implement existing Departmental responsibility for the development of 
disposition strategies as described In paragraph 143 of HUD Handbook 4310.S, 
as authorized for "As Is" sales, as described in Section 1, paragraph 3, sub- 
paragraph a of HUD Handbook T4-5T. as appropriate, and as described In the 
]&74 PMS goals of the Assistant Regional Administrator for Housing Manage- 
ment. The Housing Management staffs in conjunction with the Community 
Planning and Development staffs should : 

{a) Develop Joint HUD/loeal strategies for the handling of "As Is" proper- 
ties in cities with large Inventories of HUD-acquired properties. 

(&) Provide information on the "As Is" Sales Program and other housit^ 
programs authorized under the Housing and Community Development Act to 
loealltiea. regional planning organizations and appropriate policy organiza- 
tions such as the League of Cities. Such Information should not be limited to 
but should include: (1) Materials on the development of local inspection and 
compliance programs; (2) materials on planning tools such as the housing 
assistance plans which could Include the utilization of "As Is" properties ; (3) 
Discussions of Isolated problems Identified In the "As Is" Program such as 
investor owners who consistently do not comply with local requirements. 

(c) To implement existing Departmental responsibility for the coordination 
and development of policy, Housing Management staffs should: (1) Beport 
all "Ah Is" sales to the Underwriting Division. (Proper coordination should 
exist within an office to assure that such notification Is utilized If and when 
a subsequent application for insurance is made.) and (2) Monitor the operation 
of the "As Is" Program, within six months, to determine that the program 
continues to operate In such a way as to meet the objectives of the property 
disposition program as well as the objectives of the Housing and Community 
Development Act of 1974. Whenever it is determined that a disproportionate 
number of "As Is" sales are not being repaired or brought up to code in a 
community, the Property Disposition staff, in conjunction with local officials, 
will review the use of the "As Is" Program, as provided in HM 74-B7. 
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AGE OF "AS IS" PROPERTIES 
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[Memaraadum] 
U.S. Depabtment op Housing and Uebaw Development, 

January 7, 1975. 
To : Frank Ogawa, chairman, Oakland Civic Action Committee. 

From : James H. Price, San Francisco area office. 



SINGLE FAMILY MORTGAGE INSURANCE AS OF JUNE 30, 1974, ALAMEDA COUNTY 
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Defaults tn the City of Oakland— 660 as o( December 81, 1974. 
Foreclosures Total Jannary-December 1974; Acquired — 292; Sold — 428 (a 
number of properties sold in 1974 were acquired in 1973). 

Inventory: 

January 423 

February 423 

Match 419 

AprU.- 412 

May - 387 

June - 360 

July - 334 

August. 324 

September 329 

October.- 327 

November 325 

December 328 

Estimated per unit acquisition cost $15, 437 

Estimated per unit repair cost 5, 535 

Other costs (cost to hold in inventory, commission on sale, escrow 

charges, etc.) 2, 695 

EJstimated resale price 16, 844 

Loss per unit 6, 723 



Senator Cbanston. Thank you very much. 

We will hear next from Fred Coojwr, chainoan of the boopd of 
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superyisors. Fred. 
Btr. CooFEE. Thank you, Senator. 



SIATEUENT OF 7BED COOFEB, CHATBHAN, BOABD 01' 
SUFEBVISORS, ALAMEDA COUNTY 

Mr, Cooper. For the record I am Fred Cooper, chairman, board of 
supervisors, and we happen to be in the heart of the third super- 
visorial district which I represent. I would like to enter a slight dis- 
sent from some of the things that have been said. I think what we 
saw this morning would perhaps serve as an example. 

Obviously, redlining has occurred in Oakland from time to time, 
and probably still does, but the one-block ai-ea on Bromley Street 
we looked at this morning had five or six abandoned homes. 

At the same time, there were under construction two apartment 
btiildings financed by savings and loan and other lending institu- 
tions. So at the same time there were 5 or 6 vacant dwelling units on 
that block, 8 or 10 new dwelling units in the form of apartments 
were being constructed, so 1 think it is hard to say that the lending 
institutions have i-edlined that area in terms of being unwilling to 
make loans. 

I think what you saw there reflects the fact that there is a market 
for rental housing, low-cost rental housing in the area, and no market 
for single- family homes. 

I thmk that is a reflection of a number of things. It is a reflection 
more of the fact that essentially because of the problems of poor 
schools and problems with law enforcement in East Oakland, people 
who qualify for it, want to buy a home, will buy some place else 
other than Ea^ Oakland and that the basic problem is to develop 
community involvement. 

A long-range program to improve the schools, improve law enforce- 
ment so that people who qualify for home loans will want to live 
there. 

Obviously, part of the problem is abandoned housing and that 
turns off people who might otherwise want to live there but the basic 
thing, the basic problem, is that that block points out that there is a 
market for rental housing because a lot of people wouldn't qualify 
for a home loan. They had to rent, and if theiir income is low, they 
had to rent in an area where rentals are low and that market exists, 
and is obviously expanding and new rental units are being built. 

So one of our problems is to develop means to qualify some of those 
people for home loans. If they are willing to live in East Oakland, 
ftnd if they are willing to rent, some proc^ure of urban homestead- 
ing, relaxing the homeowner requirements needs to be done. 

Similarly, consulting both before home purchase and counseling 
when people get into problems with their loans are vital because we 
have learned those kind of programs can help people who can qualify 
for homes who wouldn't otherwise qualify and also help them avoid 
foreclosure if they get into financial difficulty, and the city has been 
involved in that. 

Let me say the county does not have direct jurisdiction in Oakland. 
We have a small redevelopment-type program, community develop- 
ment-type program in the unincorporated area but the Federal Gov- 
ernment recognizes the fact that while we have over 100,000 popula- 
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tion, we dont have serious problems in the unincorporated area 
because most of the housing in those areas are relatively new 
compared with Oakland. 

Oakland gets $12 million in funds and we get $375,000. 

Similarly in terms of a housing authority, we have a County Hous- 
ing Authority ; Oakland has it. And the housing authority covers the 
city, some county and incorporated area, and we have just gotten 
approval for 700 or 800 units under the section 8 program ; and we 
areproceeding with that. 

That, of course, wouldn't help Oakland, but it will help some of 
the poor people. 

One of the things I have been most concerned with is getting sav- 
ings and loans involved in an urban homesteading program involved 
in East Oakland in terms of relaxing or reducing their requirements 
for home loans and loans for other homesteading and get them in- 
volved in the counseling programs. And to get banks and savings and 
loans to commit their funds, it is important for them to know whether 
the Federal agencies that are involved in mortgage lending will back 
up or purchase those mortgages. 

Yesterday, I met with representatives from the Los Angeles office 
of trNMA who said GNXIA would participate. 

I have been working with the mayor on this. Last week, I met with 
the president of GXMA in Washington. He said he couldn't commit 
yet, but he would look info it and probably would be able to send a 
representative to a meeting. 

We previously had a commitment from the Federal Home Tjoan 
Mortgage Corporation, so as soon as we get a commitment from 
GNMA. I will work with the mayor in terms of setting up a meting 
with the banks and savings and loans and mortgage bankers to meet 
with these Federal agencies and attempt to get commitments from the 
Federal agencies to back up or purchase the mortgages of the savings 
and banking institutions, maybe in East Oakland which will in turn 
enable them to make some commitment to get involved in these pro- 
grams, to get more people qualiiied and able to buy homes in East 
Oakland. 

Thank you. 

Senator Cranston. Thank you very, very much, Fred. 

Did you have a comment ? 

Mayor Reading. Yes. I would like to reinforce Supervisor Cooper's 
statement, but we just received as of last week a recap of the number 
of new building permits that were issued in Oakland last year. We 
were staggered to find it was only 102 permits so you can see there 
really is obviously practically no new construction taking place 
throughout the whole city. 

Senator Craxston. Councilman J(^ Sutter. Delighted to have 
you with us. 

Councilman Sutter. Thank you. Senator. It is a pleasure to be here. 

My name is John Sutter, and I sit here with two hats on as does 
the mayor- 
One is as a member of the city council and another is the council 
representative to the East Oakland Housing Task Force. 
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STATEMENT OF JOHN SUTTEB, CITY COUHCILMAW, OAKLAITO, 
AND BEFB^ENTATIVE TO THE EAST OAELABI) HOUSING TASK 
FOBCE 

Mr. Sutter. About a year ago the citizen group which you have 
referred to, I think, Senator, in our walking tour of the East Oakland 
Housing Commit*^ brought to the attention of the community the 
serious problem of housing abandonment in Oakland. I suggested 
that the council sponsor an official body, the East Oakland Housing 
Task Force and that has been done. 

I think that our studies indicate that this is really an emergency 
situation. The city council has passed a motion to that effect. As a 
matter of fact unless action is taken and taken rapidly, the situation 
deteriorates. 

Anyone who lives on a street such as the one we toured today and 
sees around him abandoned houses becomes pretty demoralized. There 
is little incentive to maintain your own property when you see other 
properties around you deteriorating and deteriorating rapidly. 

So there is an effect of more abaxidonment once you have one or 
two abandoned houses on the street. So we need whatever assistance 
may be available. 

There is no one answer. I think the bill which we are discussdng 
here today is one approach which will be useful and helpful, 

I would hope that if this bill is passed, th£* Oakland is designated 
as one of the cities, and I would hope that the hearing here is stHne 
inddcation that that is what is in the back of our Senators' and 
Congressmen's mind. 

It would be on© approach that would be helpful for the reasons 
of which Mr. Chastain has mentioned. 

I think there are a number of other things that can be done and 
which we need your help on. One of them requires appropriations. 
The others require some regulatory or administrative changes. 

The one that requires appropriations is help with our public hous- 
ing program. 

One factor which is often overlooked in the abandoned housing 
problem is that it extends to public housing, not only in Oakland 
but in other communities. We have the phenomenon of some very 
new public housing, some of which was only built 5 or 6 years ago 
with abandoned units. 

The reason the units are abandoned is that the Housing Authority 
does not have enough money to do the modernization or the repairs 
that are required in order to get those units rehabilitated and 
re-rented. 

The Federal Government has decided to cut back on modernization 
grants and in general to try to reduce the cost of public housing; in 
this countrv and we see one of the effects of that. One of the effects 
of that is that we have a substantial number of abandoned units and 
that's a very depressing situation for the other tenants who reside in 
public housing and for the people who reside in the neighborhood 
and that's a particularly serious problem for neighborhoods in Oak- 
land because we have scattered-site public housing in East Oakland. 
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We have triplexes, four-plexes, six-plexes in neighboriiooda which 
are primarily single-family areas and those multiple buildines in 
thoee -cases are public units, public housing buildings with abandoned 
units in them. 

The other items which I think can be attacked by administratire 
regulation or direction, one of tJiem — or three. One relates *o urban 
homesteading; another to redlining; and the third to the whole proc- 
ess of the 16-month cycle which Mr. Chastain referred to when there 
are foreclosures. 

Wit^ respect to urban homesteading, as you have been informed, 
an application has been filed by the city of Oakland. I know that 
you gentlemen have been helping us. We need your help, your con- 
tinuing help and continuing support so that Oakland can be desig- 
nated one of the cities for Oie urban homesteading program. 

I think we have to face reality. The program which has been sug- 
gested by HUD is a $5 million program nationwide. That is a very 
small program. I understand they are going to select a few cities, 
perhaps 10 or so nationwide. For those few cities it could be a sub- 
stantial help. I think that Oakland is in an excellent position to be 
one of those cities. We have the citizen organization which has been 
working on this problem, the East Oakland Housing Committee. We 
have the unanimous support of the mayor and the city coimcil to try 
to resolve this problem. We have dedicated a substantial portion of 
our public funds to the East Oakland area. 

So we have the local support. We have designated a substantial 
amount of our community development funds for this problem. So 
we feel we merit support and we hope that you can hdp us become 
one of those cities for the urban homesteading program. 

Second, with respect to the redlining, I really don't agree with 
what Supervisor Cooper has just got through saying. Bediming is a 
serious problem. There is redlining in East Oakland and there has 
been for many years and the studies of the East Oakland Houang 
Committee show this very conclusively. 

I dont know if they brought their map but they have a map where 
they checked all the recorded sales and loans over a period of several 
years in East Oakland, and you see a lot of dots in hill areas, 
Piedmont, in the more affluent areas of Oakland. And you see very 
few dots representing loans made in East Oakland and when you 
examine those dots they are usually where there is some kind of 100 
percent guarantee so the bankers and loaners can't lose a dime. It is 
a problem. 

We are now living with a problem that has existed over many 
years. One of the reasons that some single-family dwellings are hard 
to sell is because they are not in good condition and they are not in 
good condition because one could not get a loan for the purpose of 
rehabilitation. 

I would like to call to your attention an item which appeared in 
yesterday's newspaper on the approach that's been taken by the State 
of California. Our business and transportation director, Mr. Donald 
Bums, had promulgated a number of reeulations which would outlaw 
or which would prohibit the practice of redlining by State-chartered 
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financial institudons. These tegulationa would set up boards of 
inquiry to review lending procedures and hear customer complaints. 
They would require the State-chartered savings and loan assocations, 
among other things, to tell customers that they could file a written 
loan application to whidi the savings and loan must respond in writ- 
ing within a 21-day period. 

The savings and loans must inform customers how they cau have 
their rejected apphcation reconsidered and referred to this new board 
of inquiry. 

I think some such procedure as that is also needed by the federally 
chartered savings and loan associations and banks. 

In addition to that it seems to me some regulatory change is needed 
with respect to the practices of bank examiners. 

We often hear the complaint of savings and loan officials and bank 
officials that they are not making loans in difficult areas because the 
books had to look good when the bank examiner comes around. 

I don't know if uiat's real or if that is an excuse or an accommoda- 
tion of both, I suspect it is not entirely an excuse. 

Let's hope— there is an additional risk on the part of a financial 
institution to make loans in some areas like East Oakland but that is 
a risk that must be taken for the public good and that's a risk that 
must be ^rt of the privilege of operating a financial inatdtuticHi 
which is granted by the issuance of a permit by the State cw by the 
Federal Government. 

In addition to these kinds of regulations, it seeme to me an 
approach, which is worthy of further study and on which I have 
personally supported although I recognize it is in controversy, is an 
assigned-risk concept where banks and savings and loan associations 
are assigned loans in risky areas so that all of them are required to 
provide loans on. the same basis that loans are provided elsewhere 
and in that way provide the same kind of benefits of loans to people 
in areas like East Oakland as exist elsewhere. 

Finally on the matter of regulatory changes which could make a 
difference and help us in this question of the 16-month cycle 
Mr, Chastain referred to. 

If the people for one reason or another cannot maintain their 
houses — and sometimes the reasons are not entirely financial, there 
may be divorce, whatever reason, people move out — they give up and 
meanwhile a lot of legal procedures are pending and the house just 
sits there vacant and that is an invitation to vandalism. 

It seems to me a number of things could be done. One is to obvi- 
ously give some financial help to those people who can stay and your 
bill addresses that problem. Another is to provide caretakerg. FHA 
and VA do not put caretakers in these buildings. If a building is 
occupied, it is much less likely to be vandalized and become further 
rundown. Also the whole period of process it would seem to me could 
be speeded up. There are many other things that could be done but 
I have just tried to stress a few where your help would be mo* useful 
to the city. Thank you. 

Senator Cranston. Thank you very much. I appreciate very much 
your very constructive and concise statements. 
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We have some questions to ask of you miw. Some will be directed 
at an individual, some at the panel, and if others of you wish to 
comment on aBOther's response or contradict anything said or expand 
OKt it or bring in another factor, please feel perfectly free to do so. 

John, you referred to people coming in on a temporary basis as a 
caretaker when a house is abandoned. What did you have in mind ? 
How would that work ? 

Mr, Sdtter. Let's take the situation where a family is facing the 
possibility of foreclosure. It seems to me a couple of tMngs we should 
do. We should try to help that family if it is at all possible to stay 
in the house but if for some reason they decade no, they are going to 
move out, that they don't want the house or they dont want the 
neighborhood or whatever it is, they are just going to move out of 
the ho use, then there should be some procedure where we will — say 
HUD could have a list of people who would want to live in houses 
at low rents or periiaps even rent-free, agreeing however to move out 
on very short notice and that those people would be able to reside in 
the house and their mere residing in the house would prevent a lot 
of property damage. Kids don't go around and vandalize houses 
that are occupied. 

Senator Cranston. That is interesting and useful comment. 

Pete, feel free to come in any time you want to ask a question. 

Congressman Stark. I want to see if I can understand the redlining 
problem and also to see if perhaps the mayor, Mr. Chastain, or John 
could clear up Ibis point for me : I think I saw in the Trib that about 
$41/^ milli on — r ound figures — of the $12 million that Oakland should 
get in its HUD community development funds going into a revolving 
loan fund. The mayor is nodding. T?hat's about correct ? 

Mayor Readtno. Yes. 

Congressman Stark. Is that a revolving loan fund that is designed 
to put that money in the bank so the banks and savings and loans 
will be encouraged to make loans in neighborhoods and act as a 
guaranty fund ? 

Mayor Reading. Mr. Chastain has been involved in setting that up. 
I am going to let him answer your question. 

Mr. Chastain. The actual revolving loan fund has not yet been set 
up. The proposal that the staff of the agency had made is that there 
be three basic types of loans made available; first an emergency-type 
loan to speak to the needs of people who have an immediate problem, 
a leaking rfX)f, a deteriorating plumbing situation and that those 
loans be made available directly from a loan fund which would be a 
city-controlled operation. It could be administered either by a city, a 
city directly or by a private lending institution on a contract. 

Second, the loan would simply be a rehabilitation loan available to 
low- and moderate-income people to resolve, at least in part, the 
absence of other facilities to fix up homes and even through private 
lenders. Let's say there was no such thing as redlining. There is still 
the problem of cost. There are many people who in East Oakland 
cannot afford a second mortgage on top of an existing mortgage at 
the pwinfT rates for short-term improvement loans which are in the 
neighborhood of 12-or-more percent now. 
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So the revolving loan fund would be based on an intereet rate that 
would accommodate the needs of the family, loan payments would be 
based on an interest rate that would not bring the payment in, total 
payment for housing expenses in excess of 26 percent of the family's 
income. 

The third cat^ory of use suggested is for a loan guaranty fund 
which could guarantee loans to be made by private lenders. 

Congressman Stark. Thank you. We all question what redlining is 
and where it does and doesn't exist. There is now sufficient informa- 
tion available to tell us where State savings and loans make all their 
loans, and there are areas where installment loans are just not avail- 
able. Most appliance dealers will tell you that the major purchaser of 
installment contracts wouldn't take installment contracts below East 
14th Street. You call in one of them and they will tell you that is 
simply the reason for it, and unfortunately that is not against the law. 
Is there any discussion coming from the council or mayor's office on 
how we might direct those funds into those areas where there is no 
credit, call it redlining or lack of credit? It sounds to me like yon 
come up with a very workable solution here in Oakland if you take 
that fourth ingredient and find a way to really limit the extension of 
credit only to those areas where the banks and savings and loans and 
credit unions are not now going, whether it is because of high risk 
or because of lack of funds or whatever. 

Mr. Sdttek, Could I comment on that? 

The recommendation— I dont think that it matters, when 
Mr. Chastain's outline has been finalized, and I think he explained 
that, that this is still at a working state so to speak. The East Oak- 
land Housing Committee, East Oakland Housing Task Force had 
long discussions on this problem. Their reoommendation was to make 
a division essentially but to give a substantial priority to those parts 
of the city, namely East Oakland, where we have the problem of 
housing abandonment but not to completely exclude problems else- 
where in the city. So there would have to be a formula which would 
give weight to the area where we have this problem. 

Senator Crakston. How much Federal funding is actually avail- 
able for abandoned housing in this community presently? 

Mr, Cooper. "Well, it depends on what you mean by "abandoned 
housing." I talked to San Francisco HUD over a year ago about a 
program in the sense that if they were willing to turn the home over 
to the city or housing authority at a low figure, below their appraised 
value, something could be done and we kicked it around and finally 
they decided they couldnt do it and similarly when you talk about 
235 loans or guarantys, that's what they are mainly in business for. 
But you first had to find somebody willing to make the loan. But 
in terms of subsidies, I think Mr. Price will tell you they havent 
had that. Urban homesteading program is designed for that. 

Senator Cranston. There is nothing really adequate in terms of 
Federal assistance presently, is that correct? Is there nothing avail- 
able that is really adenuate in terms of amount ? 

Mr. Sutter, I would disagree in that part of the problem. You had to 
look at the economic problem. If a bank, for example, says, "We are 
only going to lend to people who are earning $40,000 a year or more" 
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then their loans are going to occur in Montclair becaiise people vith 
that income 

Senator Cranston. What were you disanveing with t 

Mr. SuTTEB. I am saying if you found somebody who wanted to 
buy a home below $40,000, he could get a Federal mortgage. 

Senator Cranston. How likely is that situation ? 

Mr. Cooper. I ajn saying that is not possible so you are dealing 
with people making $7,000, $8,000 a year and banks wont lend too 
much even with family guarantee. 

Mr. Chastain. The average currently is something like $10,500 and 
there's currently no program that really serves that income level. The 
closest approach is a 312 loan which has been available only on an 
extremely limited basis. HTXD is proposdng to make them available 
along with homeateading to those cities for homesteading purposes 
but there is no Federal program that really speaks to the needs of 
low-income homebuyers at the present time. 

Senator Cranston. We have pretty good statistics through HUD 
and the VA on the number of FHA and VA foreclosed homes hut 
we dont have adequate figures on those that had, a conventional 
nsortgage on them. 

Has the League of California Cities, Mayor Bea<^g, developed 
any statistics on that ? 

Mayor Biiading. Not to my knowledge but we have a representa- 
tive <»i tile staff that is suppose to be here. Yes. 

Senator Cranston, Do you have any statistics on that particular 
point* 

Would you identify yourself for the record, please. 

Mr. YouNQ, My name is Stephen Young. 

Senator Cranston, You are with the L^gue of California Cities I 

Mr. Young. Yes. Actually I work for the Institute for Local Self- 
(rovemment but I am eppearing today on behalf of the League of 
California Cities and the County Supervisors Association of Cali- 
fornia. We were requested to do a report for the league on hoTising 
abandonment and we found it very difficult to get figures from 
private lenders on the number of foreclosed units. 

What we did find was basically through the cooperation of HUD, 
and I think they are the same figures that vou have in your statement. 

Senator Cranston. What figures do you have or do you have figures 
on the number of homes that have been acquired by cities because of 
the failure to pay property tazesi 

Mr. YouNO. I do not have figures on that. 

Senator Cranston. Does the league have any plan to get any such 
figuree? 

Mr. YouNQ. The community development committee has forwarded 
this policy to the board and any policy direction or further word 
will be forthcoming from the hoard. I have no instructions to that. 

Councilman Stttter. Senator, I can giv6 you some figures for 
Oakland. 

The East Oakland Housing Committee made a survey of East 
Oakland— heine rouffhly the area, if I recall correctly, east of 23(1 
Avenue and below MacArthur Boulevard. This survey is now about 
1 yeat old. At that time there were 1,200 abandtmed houses. Of those 
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1,200 tibaiidoDed houses, approxiinately one-third wen foreclosure 
by FHA and VA and tiie balance private. 

Senator Cranston. What does the city do when it acquires such 
homes! 

Councilman SirriER. The city does not a<:quirB such homes under 
California law. If there is a d^inquency by reason of failure to pay 
taxes, the house would become the property of the State of California. 

^Miator Cranston. Then what happens ? 

Councilman Suttek. And that rarely happens as a matter of fact. 
"There aren't very many of these homes Uiat fall in that category 
because you have to be delinquent for 5 years before that happens. 

Senator Cranston. What happens during the 6-year period 
normally ? 

Councilman Sutter. Well, the house just sits there and there's a 
big lien on the house for unpaid taxes. 

Mr. Cooper. Well, the county is responsible for this, county tax 
collector, and if the taxes arent paid for 5 years then a sale is made 
pursuant to regulation by the State but 

Senator Cbanston. Is that an auction ! 

Mr. Cooper. Yes; and we have on occasion reduced minimum bid 
price in order to make sure an abandoned property was sold but 
those things occur rarely because of the fact most houses have 
mortgages on them and the mortgage holder will foreclose long 
before the taxes become 6 years due. The mortgagee requires the taxes 
to be paid and if the taxes aren't paid — most moitgage payments 
include the taxes so that the mortgagee is either paying the tases or 
payments aren't being maide. 

Senator Cranston. What does a typical mortgagor do ^en he 
acquires a home under those circumstances and it is battered and 
Vandalized ? 

Mr. Cooper. A number of them are vacant in east Oaklfoid because 
the usual thing is you sell at a foreclosure sale and what usually 
happens is the mortgagor bids him out of the mortgage then if any- 
body wants to bid a higher amount, they will. But by bidding tie 
amount due on his mortgage he will be sure to be paid off. But in 
areas where there is a market for housing, they will get the bid in 
the Oakland hills, Alameda and so on. 

Senator Cranston. Most of those we have seen today in the neigh- 
borhood We were m and others that are in that 5-year period will 
something happen to them before 5 years ? 

Mr. Cooper. Oh, yes. Well, mostof the homes that have been fore- 
closed and are vacant are foreclosed after 6 months or 8 months of 
delinquency and so the tax matter would come up only if tihey are 
delinouent 5 years and no mortgage holder is going to wait 6 years 
of delinquency before foi^losUre. 

Occasionally you will have a situation where there was no mort- 
gage and the property gets run down and the people decide *'well we 
"have got 5 years before the county can foreclose on us so well just 
milk whatever we can in the way of rent and thwi just walk away" 
h\A that's rare because most houses have mortgages on them. 

Senator Cranston. What plana is there now in the city and the 
county for general areas that are rfiowing very early fdgns of decay 
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but havBnt reallj reached the point of abandonment i Do you have 
any early warning signal ? 

Mayor Readinq. No. We are coinsidering it, I think this East Oak-, 
land task force has addressed itself more to that than anything else. 
Here you have a community group that is actually contmually sur- 
veying neighborhood to determine what potential there is. 

Counoilmftn Stitter, There again we have been faced with a with- 
drawal of Federal funds. We did have a program where we had door 
to door inspections. Those funds have dried up. Any program JiT"* 
that is useless anyway in my opinion unless it is coupled with a loan 
program. It doesn't do much good to go around to someone who is 
making $8,000 or $9,000 or $10,000 a year and say, "Now here's 
$10,000 worth or repairs you should make to your property and I am 
sorry we dont have any funds available. There are no loans avail- 
able and the prevailing interest rate is 11 percent." This is the 
dilemma that you are fa«ed with. So something like the 312 loan 
program has to be greatly expanded to be able to avoid the problem 
of further deterioration in the neighborhood. 

Even the ability to get a loan really doesn't resolve the problem. 
In many cases there isn't the motivation or desire on the part of the 
owner or the tenant to do anything about it and I also say again that 
in terms of rental property, it is not economically feasible for a land- 
lord to put an additional amount of money into the house simply 
because the rentals he receives don't cover costs. 

Senator Cranston. Does the city or county have any plans for 
preservation of housing in connection with the urban homestead plan, 
or do you plan to use section 8 leased housing program in any way 
with this program f 

Mr. Chastain. In the homesteading plan we plan to use 312 loans. 
We have asked for that as part of the package but we also are antic- 
ipating the city's revolving loan fund be used in the prc^ram also 
so that the city would be making funding available and we nope that 
that program can be expmided beyond simply HUD-acquired 
properties. 

With the East Oakland housing task force, it has been meeting 
regularly with some local lenders and one of the things we would like 
to achieve with them is to persuade them that in some cases they 
would be better off financially and otherwise when they ac(]uire prop- 
er^ to cut the price, the sale price, and sell them to a nonprofit 
organization that can rehabilitate them early instead of hanging 
onto them in hopes of recouping their losses. 

I think as I mentioned in my statement, one of the t hings that is 
distressing, as far as the acrtion on the lenders but of HUD is that 
basic attitude seems to be oriented not to the neighborhood that they 
are serving but to a short-term attitude of recovery of a maximum 
amount oh the properties that they take back. 

I think this is reflected all the way up to congre ssiona l hearings 
where the cwicem expressed is Congress sees in the HDD insurance 
programs rather than the effect of this repossessions on neighbor- 
hoods and communities. 

I think one of the things that has to be recognized is that there is 
some basic problems underlying housing abandcmment, problrans of 
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unemployment, underemployment and local income which means that 
if you were gomg to do significant lending in areas where those con- 
ditions are prevalent, your losses are going to be higher than they are 
in other areas and that has to be recogniz^ if your program is going 
to be real. 

Senator Cranston. Do you have any kind of local zoning program 
for individual families that are prospective owners of homes! 

Mayor Biladinq. Yes. Mr. Chastain will explain that program. 

One point of clarification though: When Mr. Chastain refers to 
city funds being used for subsidies in these progrfuns that he ex- 
plained, this means community development funds. It does not mean 
general revenue fund. There is no way we c«n take our general 
revenue and cover these subsidies or costs. 

Mr. Chastain. Yes. The city recently was certified, this spring, as 
Housing Council Agency and that agency is being operated by the 
Redevelopment Agency by — ^We hired Mr. Scott who has been run- 
ning a similar program in Richmond for 4 years to head up the pro- 
gram through the SETA program. We have hired 11 counselors who 
are now engaged in default and delinquency counseling, presale 
counseling, tenant counseling, fair housing counseling. We expect to 
continue with that program. It is being funded out of the SETA 
fund. 

Both the homesteading program and the proposed SETA loan 
program will include counseling services as necessary and beyond 
couns^ing, technical assistance for people who want to do their own 
work. 

Senator Cranston. What is the city-wide foreclosure rate? 

Mr. Chastain. I have never seen fipires on that city-wide. 

Senator Cranston. Have you ever seen them for the East Oakland 
area¥ 

Mr. Chastain. No. One of the holes in the program, I think, is a 
lack of tliat hard kind of data. 

Senator Cranston. Is there any present program working with 
financial institutions to convince them to reinvest in these areas or to 
pool resources for that purpose? 

Mr. Chastain. The savings and loan institutions several years ago 
set up SAMCO, the savings association mortgage company, which was 
geared to speak to that problem and they have been working very 
closely with the neighborhood housing services, among others, which 
is an organization set up in part with the — consulting with the urban 
reinvestment task force to address some rehabilitation problems in 
East Oakland. 

Councilman SmTBR. But it is a drop in the bucket. Senator. 

Senator Cranston. Pardon me! 

Councilman Sutter. But is is a drop in the bucket. SAMCO is a 
good idea but if you look at the number of loans they have made the 
last few years it is in the critical area. It is very smalL 

Mr. Cooper. As I indicated earlier, Mayor Beading and I are work- 
ing with a local group of banks to try and set up a meeting which we 
hope will occur rfiortly with representatives of Federal mortgage 
agencies to try and get commitments in this area. 
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Senator Cranston. Pete, should we go on to the next panel or do 
you have any further questions i 

Congressman Stark. I just wanted to come back to a point. We 
have come all around it. I think the loan fund that has been proposed 
by the city and by the redevelojinient agency is an iJxciting concept. 
My own hope is that the provisions of your bill would rettUy be 
addr^sed almost exclusively to neighborhoods that are credit ^ort 
and I think we have been able to indicate that those are identified. I 
think the private sector has got the money to make loans in the hilla 
in Montclair and Piedmont and they are not as willing to come into 
other areas so you have got the best of all worldB. 

You are going to be using these quasi-public funds in areas that 
the private Tenders are avoiding anyway and I'd just encourage you, 
if you can, to write that concept more clearly into the use because I 
think it is innovative and would be very productive. 

Senator Cranston. Fred. 

Mr. Cooper. If you are getting into urban homesteading with aban* 
doned housing, then it is going to be an area where abandoned houS' 
ing occurs and, of course, suteidizing that kind of thing would be 
useful and some cities are subsidizing loans by paying the first 
thousand. That reduces the amount of monthly payment and interest 
rate and that's another approach to the problem. 

Senator Cranston. Thank you veryj very much. You have been 
helpful to be with us and I appreciate it on behalf of the committee. 

We will now hear from the second panel consisting of Fran 
Matarrese, chairperson, East Oakland Housing Committee; Bidiard 
Ilgin, director, Oak Center Better Housing; Bard Saladin, regional 
mant^er, Great Western Savings and Loan Association, East Oakland 
Housing Task Force, and Dr. Marjorie Evans, consultant, Bank of 
America, East Oakland Housing Committee. 

Each of you have brief opening statements. We would welcome 
them. Please summarize whatever statements you have so we have 
time to ask you questions about your full statements, if you have pre- 
pared statements, will go in the record. 

Please be sure to use the mike so that all can hear. 

Fran, I would like to call on you first and I congratulate you on 
the very effective work you and your committee have been doing. 

Miss Matakkese. Thank you. 

STATEMENT OF FRAN UATAS^SE, CHAIBPESSON, 
EAST OAKLAND HOUSING COMMITTEE 

Miss Matarrese. Senator Cranston, Congressman Stark, ladies and 
gentlemen, the history of the East Oakland Housing Committee is 
exciting because over the past 2 years this committee, formed by 28 
neighborhood groups here in East Oakland, has seen an issue, namely 
1,200 abandoned houses concentrated and scattered throughout our 
commimity — from 23d Avenue to the San Leandro border and from 
MacAithur to the Oakland Estuary. The East Oakland Housing 
Committee researched the issue and together with thousands of resi- 
dents has developed what we feel is one of the finest, if not the best 
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and most effective comprehensiTe houfflng program in the country 
today. 

Our research showed us thait 1,200 abandoned houses were aban- 
doned because of high interest rates, because of short term high risk 
payment schedules, because of the unavailability of mortgage loans, 
the unavailability of rehabilitation loans, the unavailability of c(m- 
ventional financing — in short, redlining. Sellers cant sell and buyers 
can't buy. The houses were abandoned because of faulty FHA con- 
struction and rehabilitation, becaus e FH A sold houses "as is" indis- 
criminately to speculator?, because HUD sold Grovemment repossessed 
houses not to qualified 235 certificate holders but to "investors" and 
"speculators," abandoned because counseling and necessary forebear- 
ance advocacy in human situations in today's economy were not 
available, abandoned because of 100 percent insurance to the mortgage 
houses — and we only have to look at Chicago's $41^ billion scandal 
to understand the effect of 100 percent insurance, abandoned because 
of scare tactics and quick foreclosures. These houses were abandoned 
because of the paucity of city services, abandoned because some 
absentee landlords seek capital gain off capital loss, some were aban- 
doned because of inheritance and probate, abandoned because reha- 
bilitation costs, requiring second mortgages, forcing the payment 
schedule for housing above 25 percent of a family's adjusted income. 

Housing is still being abandoned. This morning, ladies and gentle- 
men, you say houses abandoned this year. And more will be 
abandoned. 

The East Oakland Housing Committee has taken steps, with 
phenomenal results, to deal with present and future almndoned 
■houses. Just last, week, the city council voted $4,645,000 for housing. 
Just Tuesday evening, the city council unanimously passed a unique 
homestead prooosal and forwarded it to HUD Secretary Hills. This 
program was developed in a combined community and governmental 
effort. The city of Oakland is presently preparing enabling legislation 
to sell Marks Foran bonds for housing and we have already received 
a tender offer from the Bank of America to purchase those bonds. 
The city is also preparing a program for participation in the newly 
created California Housing Finance Agency. The city has already 
established an excellent counseling agency, certified by HUD and 
headed by Mrs. Henrietta Scott, to do financial counseling and fore- 
bearance advocacy. The city has established an East Oakland Housing 
Task force made up of representatives of labor, realtors, lenders, con- 
tractors, city council, and residents. 

The State of California has pa.«sed the Gregorio Act insuring the 
Marks Foran bonds and has also created the California Housing 
Finance Agency with $450 million Arnold Sternberg, director of 
State housing and community development told the community at 
the Mills College meeting that the State would look to Oakland's 
present housing stock rather than to new cons tr uction and also that 
the 160 houses the State must purchase from HUD for replacement 
of the Grove Shafter homes would he located in East Oakland. He also 
assured us that he was anxious to work with Oakland through the 
CaUfomia Housing Finance Agency because Oakland is the only 
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California city applying for funds. The State is presently consider- 
ing a 5-year tax exemption for rehabilitation work up to $12,000 for 
owner occupanta. 

HUD, too, is responding. And Mr. Price has tak^i positive steps. 
Monday, Mr. Price sent out a press release stating "James H. Price, 
director of HUD's San Francisco area office, in response to a request 
from the East Oakland Housing Committee, has announced the 
expansion of HUD's 518b home repair program to larger areas of 
Oakland. This program will not require tliat 50 percent of the houses 
in a census tract te built prior to 1940; and it also inelude e, fo r the 
first time, the 235 houses as well as the 203's and 221D's. HUD has, 
as of July 13, been listing their east bay houses in the Oakland 
Tribune. Prior to that time they were listed in the San Francisco 
Chronicle. Mr. Price was present at our public meeting at Mills 
College on June 14 and promised to be an advocate for Oakland 
homesteading proposal with Carla Hills. In December 1974, Mr. Price 
granted a 90-6B,y moratorium on "as is" sales and now has developed 
a special program to place all HUD "as is" houses on Oakland's sub- 
standard listings, so they will be required to be rehabilitated prior to 
occupancy. 

The Oakland Board of Realtors has set up and is staffing a counsel- 
ing office at 98th Avenue and is waving all commissions on HUD 
"as is" sales in East Oakland. They are presently helping develop a 
citywide presale inspection program with the Associated Kealtors 
which could see as many as 4,800 houses rehabilitated in 1 year and 
48,000 in 10 years. 

Labor is developing plans for reactivating the prep and up-grade 
projects as well as offering to provide free technical assistance for 
low-income and dderly homesteaders involved in sweat equity. 

In May, at the request of Senator Proxmire, I testified before the 
Senate Committee on Banking, Housing, and Urban Affairs, regard- 
ing S. 1281 — Home Mortgage Disclosure Act of 1975. Though it is 
not the entire answer, Senator and Cong^ressman, it will "give local 
citizens the right to know where their local neighborhood banks or 
saving and loan associations were making their loans, and I would 
expect an informed citizenry to do the rest." This bill has been 
severely changed, but we still favor its passage as Senator Proxmire 
introduced it. The pressure of this bill has produced results here al- 
ready. 

Lenders are beginning to respond. I pointed out above about the 
Bank of America's tender offer regarding purchase of the city's 
Marks Foran bonds. But also, we have had several meetings with 
savings and loan associations, including Security Savings, Imperial, 
SAMCO, Great Western, Grolden West, and American and very posi- 
tive negotiations are in progress. We are optimistic. 

Senator, we have a severe problem, but we have a concerned com- 
munity that has organized, researched, and taken creative initiative 
to deal with the issue on tril fronts. Because of the action of the 
neighborhood groups and their East Oakland Housing Committee, 
results are being realized. Senator, what has happened and is going 
to happen in C^ikland to correct and stop the abandoned housing 
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ctisis is the result of the residents, the East Oakland Housing Com- 
hiittee, and the East Oakland Housing Task Force taking initiative. 
What has happened is a response to the residents by lendei^, realtors, 
labor, contractors, and Goremment. The initiative has been witJi the 
residents, but your bill, Senator Cranston, signals the type of initia- 
tive that we as East Oakland residents have been aski ng for and that 
urbcra centers throughout our State and country need. We hope others 
follow your lead. 

SMiaitor Cranston. Thank you very much and I hope th^ others 
will follow your lead also, 

STATElilEKT OF RICHARD HOIN, DIRECTOR, 
0A£ CEIITEB BETTER HOITSIKa 

Mr. Ilqin. Senator Cranston, Congressman Stark and fellow people, 
I was very intrigued when I first saw tliis trill because the Neighbor- 
hood Protection Corp. that is to be set up under this bill is in many 
ways very similar to the organization that I have been working for 
for the past few years. 

I work for Oak Center Greater Housing Corp. and we started out 
as a neighborhood organization operating in the Oakland c«it«r 
neighborhood which is West Oakland. That is a redevelopment 
agency project there and we were set up to rehahilitate properties 
and provide home ownership opportunity for low and moderate 
income families. 

Since that time when we first started out we have expanded and 
most of the houses we have done are in East Oakland and throughout 
our entire history we have done virtually all aspects of this operation, 
everything from acquiring properties to packaging loans, the archi- 
tectural work, the selling of the properties and the rehabalitation of 
the properties using our own crews. 

So this involves virtually all aspects of the abandonment and 
reoccupancy problems. 

Now, our observations in the abandonment problem would be as 
follows: The abandonment itself is a very complex situation, as yon 
well know, and there is no single factor that you can point to as 
really the cause of housing abandonment but T would like to list some 
factors which I think contribute greatly to the abandonment. 

First of all the inability of people who live in this area of high 
abandonment or people who potentially would like to live in this 
area to be able to afford the housing cost. 

People referred to the studies that have been done by the East 
Oakland Housing Committee and so on in terms of the income people 
have in these areas, and it is fairly obvious that few of the people can 
even afford the housing costs they are paying now, let alone to try to 
buy houses at current interest rates and the way current constru(*ion 
costs are going. 

The second part would be the lack of a positive well-coordinated 
program by Government for asMsting in the revitalization of these 
areas of high abandonment. 

We are seeing the format of this proaram through community 
effort in Oakland now, but to date there has been in East Oakland 



Digitized OyGOOgIC 



zero etfort on anybody's part to really put together some Idnd ot a 
program which is really going to solve diis abandonment problem. 
It not only involves Government but involves bringing private enter- 
prise back in to provide additional funding because Gtovernnient 
simply cannot do the job alone. 

"Hus $4.6 million that is coming from community developing for 
housing rehabilitation, that is merely going to scratch the surface if 
that. 

The third item is redlining not only by lending institutions but by 
insurers, meaning mainly the private mortgage insurance people who 
the conventional leaders depend on for insuring a large portion of 
the loans and when the private mortgage insurance people back out, 
the lenders will only go up to let's say 80 percent on loans and a 
great nuijority of the people who want to live in these areas and want 
to buy homes, it is almost impossible to meet a 20 percent downpay- 
ment plus closing costs, and also I have found the government has 
been doing redlining and hasn't just been FHA either. I notice some 
redlining fmm the cal vet program too and also from VA. 

I think these problems need to be dealt with because if Government 
is going to redline, if Government is not going to go into these areas, 
how can you expect private enterprise to ? 

The fourth item which makes rehabilitation financially impossible 
is the declining market value of many of these areas which have been 
declining so rapidly because of the almndonment and because of many 
other fa"3tors. Their value would not even be up to the value of the 
cost of rehabilitfttaon even if the properties were given away free. 

What do you do with these properties ? Do you tear them down ? 
It is tinancially evea more unfeasible to build a new house on that 
location and I think we have seen the experience of what lar^ 
number of apartment houses and particularly those turnkey units 
have done in the areas of East Oakland. So it is not particularly 
feasible to build multiple units in a lot of these lots. 

I think many of the East Oakland people simply do not want more 
multiple units because of the pressure it is going to put on the com- 
munity and schools and everything else. 

In fact, we have done some studies on rehabilitation of housing 
versus new construction and on one house, in particular, just recently 
torn down, we estimated it would take about $24,000 to rehabilitate 
that house. It had about 2,500 square feet in it. To build a new house 
on that lot with approximately half that square footage would cost 
about $28,000 and the older is much better quality house than can be 
built today. 

Another item is structural deterioration or obsolescence which 
makes houses physically impossible to rehabilitate. Many have deteri- 
orated through lack of maintenance, vandalism or simply wear and 
tear on the house to the point where it is almost impossible to rehabil- 
itate them. In other situations code requirements of FHA, minimum 
property standards or wliat have you have made these properties 
impossible to rehabilitate because thsy have made then obsolescent. 
That is. for example, in many areas houses were build with brick 
foundations which are perhaps perfectly good foundations, will last 
many, many years but because of new requirements they had to be 
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replaced. It is Impoeeible to rehabilitate when you are talking aboat 
$6jO0O or $7,000 in redoing the foundation. 

The last item I have on here would be the lack of adequate pro- 
grams or measures to abate foreclosures. This wouW include bom* 
ownership counseling, liberal forebearance programs and some kind 
of emergency loans to enable people to either make the mortgage 
payments during periods when their income has been cut off or to 
help them make emergency repairs, if that is what it takes to keep 
them in those houses. 

What essentially happens is that you have got a situation where 
once a house has been foreclosed on, because you havent had realty 
the prt^rams to deal with the foreclosure process, it is extremely 
difficult to rehabilitate the house and even if it can be rehabiHtated, 
there are little opportunity for home ownership for jieopte to come 
in and purchase tnese homes and live in them because of the redlining 
and because of the lack of an adequate low-income housing program. 

So, on that basis, I would like to make the following recommenda- 
tions: First, go to Roger Hills — tell Mr. Ford, his boss, that he not 
be Associate Justice of the Supreme Court unless there is a 235 
program back on the books. This is necessary, not simply to get an 
additional market for these homes, because we used to work with the 
235 program exclusively. We have seen the market for our homes 
drop off drastically because over half of that market has been cut 
out. We have bron operating primarily in those areas where tiiere i9 
some fairly high abandonment, or it's been difficult to rehabilitate 
houses. I think you are aware of the benefits of homeownership not 
only to the family, but neighborhoods. It brings more stability to the 
neighborhoods and it would prevent some of these kinds of abandon- 
ment problems in the future. In addition low-income people very 
rarely have the opportunity to own anything and this whole tax 
structure is oriented toward ownership. Renters get absolutely noth- 
ing out of this tax structure and if you can create more homeowners 
out of low-income families, I think you are going to find a lot of 
your property problems are not going to be solved but at least you 
are going to find something to be done about those problems. 

Second, would be enact the bill that you represented today but pro- 
vide more local autonomy than is presently m the bill. I think local 
ffltuations vary so much from community to community that you 
really need to have a trreat deal of local autonomy to deal with these 
problems. For example, Oakland's problem is primarily single family 
dwellings. A lot of people have abandonment problems. But they are 
in multiple structure which is a totally different animal to deal with. 

Also the whole contest of working in East Oakland as opposed to 
working anywhere else where there are abandonment problems, you 
have a whole totally different set of parameters that you are working 
for. 

So what you should have basically is a monitoring agency but that's 
about it. 

Let the local communities deal with the problems and make sure 
that those efforts are combined with whatever community develon- 
ment efforts, whatever other efforts are going on in the cities. It 
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would be almost a waste of money to liave this program enacted in 
an area, where there's nothing else going on. 

So try, if at all possible, to combine that effort witii community 
development and other areas, get strong legislation against redlining 
and if necessary require lenders, insurers, and govemmmtal partici- 
pation in these abandonment areas. 

I realize the problems for lenders in going into this but I also feel 
they hare a responsibility. In theory tJiey are Tnftlfing money partly 
because there is some kind of risk. Well, maybe a little hi^ier risk 
but if we can bring in all these pro-ams together, I think you are 
going to cut down substantially tlwt nsk. 

Continue with emergency loan programs for mortgage payments 
and emergency repairs and counseling. Counseling is the real key 
here. "We have tried for a number of years to get counseling going in 
Oakland. It has Snally got going under tlie auspices of the redevek>p- 
ment agraicy but could have got going a heU of a lot sooner if there 
had be^ money coming from the Federal Government. 

I think in the long run counseling is going to save the Federal 
Government a lot of money in abatmg fciredosures and definitely 
feel that there should be money coming together from Federal Gov- 
ernment for counseling. You should not depend on community devel- 
opment for counseling money. 

The last item is institute an insurance program, federally funded 
insurance program which would not insure lenders against loss but 
rather would insure the homeowner. I think the thrust of the present 
insurance program has been in the wrong direction presently. There 
is really little incentive, for example, for lenders to not foreclose on 
property because they are going to ^t paid back in full and I thint 
that what you have got to do is rrairect the whole insurance effort 
so that you are keepmg, you are trying to make the effort to keep 
people m those houses and I think that if you do that, you not 
only are going to cut down on your foreclosures, it is probably going 
to be less expensive in the long run for the Federal Government to 
institute this kind of insurance program. 

In addition if you keep people in those houses, even if it is costing 
a lot of money, it is going to cost you a lot lees to keep people in 
these houses than to have the houses vacated, vandalized and again 
creating this abandonment problem that you have got. 

So I think you could also include some kind of relief for emergency 
repairs if that is what is necessary but it should be relatively flexible 
so if there is a loss of ]'ob, someone gets ill, this insurance will kind 
of take care of at least a portion of those payments and maybe even 
be able to set it up like a 235 program or sometildng coining in after 
the family already purchased the house, already paid off part of 
that mortgage, you know, and you could just subsidize part of the 
payments for a time. 

I think it makes a lot more sense than simply insuring lenders and 
findina: houses vacated. 

I think that's basicallv what I have to say. 

Senator Cranston. Thank you very much for your very forceful 
and helnfnl fitetement. 

Mr. Saladin. 
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STATEIHENT OF BASI) SALASIN, REaiONAL lilANAaEB, GEEAI 
WE8TEBN SATIlfGS AlTD LOAN ASSOCIATIOK, EAST OAKLAKS 
HOUSraa TASK FOBCE 

Mr. Saladin. Mr. Chairman, my name is Bard Saladin and I am 
vice president of Great Western Savings and Loan 

Senator Cranston. Speak directly into the microphone. 

Mr. Sai>adin. Wb are a State chartered institution with 90 branch 
offices throughout California. 

I am here to comment on S. 1988 which proposes certain actions 
on behalf of the United States and local public bodies concerning 
abandoned housing. 

Senator Cranston. A little louder, please, 

Mr. Saladin. Great Western Savings has long been interested in 
the phenomenon of abandoned housing, both b^use we have sub- 
stantial investment in neighborhoods throughout California where 
housing has been abandoned or is in danger of being abandoned and 
because we are concerned with the health and living standards of all 
the communities where we do business. 

We support and urge adoption of S. 1988 as an experiment or test 
to determine the efficacy of Goveinment assistance in alleviating 
the blight of deteriorating and abandoned housing. 

We urge that one test city be chosen which has an aggressive and 
viable program to handle rehabilitation of abandon^ as well as 
occupied premises. The Corporation's program to purchase abandoned 
properties could then be integrated with the local community's active, 
ongoing rehabilitation program and the efficacy of the combined 
effort could be compared with the results obtained in a city which 
does not have an aggressive rehabilitation program. 

We think there are some aspects of the proposed legislation which 
need further clarification. For example, under section 6, paragraph B, 
subparagraph 1, we would recommend that when the Corporation 
commences the initial abandonment proceeding, Uie act would provide 
that notice in writing be given the owner, lender, and other parties 
of interest to allow them an opportunity to be heard at such a hearing. 
In addition, under section6. paragraph 3, subparagraph 3, when tlie 
Corporation makes a payoff on an abandoned property, the relation- 
ship between the first tnist deed or first mortgage holder and the 
holders of any junior financing or other liens should be clearly 
expressed and the prior position of the first holder should be fully 
protected. 

Also, under section 6, paragraph B, subparagraph 4, we do not 
believe that a lender should bear the burden of protecting a property 
until such time as it becomes the owner through a foreclosure pro- 
ceeddnc Nevertheless, if it is the decision of Congress to impose such 
a burden, it is essential that section 6(B) (4) be expanded tn state the 
specific steps a lender or other party in interest must undertake so 
as not to be in violation of this act. Further, the penalties for non- 
compliance should bo clearly specified. Attached — exhibit A — to my 
written statement is a more detailed analysis of the provisions of 
S. 1988. 
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While we fully suppoM the intwit of this measure as a demonstra- 
tion project, we want to make it perfectly clear tliat we regard the 
only sound approach to the entire problem of low-income housing to 
be one which involves the entire spectrum of Government and the 
private sector. 

Enlarging the Nation's stock of shelter units and improving its 
overall quaHty will not be successfully accomplished by devising new 
mortgage schemes, or new subsidies, or any other effort which fails 
to deal with the root oause of this problem. 

The problem to be solved is not only a housing problem, it is a 
social problem and involves all aspects of urban life today, including 
employment, transportation, education, recreation, safety, sanitation 
and others. Certainly, housing is a part of this overall problem • • • 
but it is not the cause. 

We commend you, Mr, Chairman, for your efforts to deal with one 
effect of the social deprivation to which so many of our citizens are 
subject, but W6 urge that this measure be but the first step toward a 
more comprehraisive and integrated partnership by both Government 
and business to deal with the cause of the probl«n and not its effect. 

Thank you. 

[The attachment to Mr. Saladin's 3tat»nent follows :] 

SUFPLEUGNT TO StATEMBRT OF BaBD SALADIN 

1. Section 3, Parasrapli (8), SubparaKraph (b) defines "abandonment" rela- 
tive to a non-owner occnpled property. The terms "substantiaUy reduced" and 
"adequate level" are used in ancli a manner as to be vague and subject to 
differing interpretations. Some effort should be made to expand on that defini- 
tion so that mortgagorH, as well as lenders, will have a better Idea of the Intent 

2. Section 6, Paragraph (B) Subparagraph (1), provides that the Corpora- 
tion ma; have Itself appointed receiver where It has probable cause to believe 
that a residential property Is abandoned. There is no provision requiring that 
an owner or other party in Interest be given notice of the Corporation's Intent 
to have itself appointed receiver. The Act Bhoold provide that notice in wilting 
be given to the owner as well as the lender and other parties In Interest bo as 
to alert those persons to their right to be heard at tiie receivership hearing. 

8. Section 8, Paragraph (B), Subparagraph (3) provides that at the hearing 
on a forfeiture, the value of the Interest of persons claiming an interest in the 
property will be determined. This aectlon should provide that ]>artles will be 
paid the value of their interest based upon the priority of their particular 
interest, which priority will be determined in accordance with state law and 
the recording statutes and lawa adhered to in the particular state. Further, 
that same section should provide that a party with an Interest In the particular 
property being forfeited not receive an amount less than (1) the balance of 
Its existing encumbrance, Including earned and unpaid Interest, late charges, 
as well as accrued fees such as attorneys' fees and/or trustee's fees, if any, or 
(2) the value of the property as determined at the hearing on the forfeiture. 
Additionally, Section 6 should provide that the costs to a party In interest la 
appearing in the District Court, i.e., attorneys' fees and appraisal fees, may 
be added to the amount of the particular party's encumbrance for purposes 
of determining the value of their Interest, 

4. In order to clarify the status of a lender with regard to Its relationship 
with the Corporation, Section 6 of the act should specifically state that when 
a state court appoints a receiver to manage a particular property during the 
pendency of the foreclosure action, the Corporation shall not seek to have Itself 
appointed receiver and will respect the possession of the state court appointed 
receiver. 

H. Section 6, Paragraph (b), Subparagraph (4) appears to place a duty npnn 
a lender to protect a property ; however, the scope of this duty Is not adequately 
defined. It merely indicates that a lender will be deemed to have "tailed tn pro- 
tect the Interest of the United States if It knowingly permits the continued 
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deterlOTflaon of m abandoned property In wtUcb It haa an Interest wbile having 
tlie authority under law or contract to prevent ancli contiuoation". Under moBt 
deeds of tmst In nse in California, the beneficiary baa tbe ilgbt to seek an 
injnnction for waste as well as tbe rl^t to seek the appointment of a state conrt 
receiver In order to gain possession of a particular property. It Is very costly to 
take eltber course of action. It baa certainly never been tbe practice of a l^der 
to obtain the appointment of a receiver on a alnele-family residence or, for tbat 
matter, small maltl-famlly residential properties, where there are Insnfflcient 
rentals to be derived to make tbe cost Jnstiflable. We do not believe that a 
lender should bear the bnrden of protecting a proper^ until each tUne as it 
becomes the owner through a foreclosure [iroceedlng. Nevertheless, If it Is the 
decigioH of Congress to impose snch a burden, It Is essential tbat Section 
6 (b) (4) be expanded to state the specific steps a lender or other pai^ In 
interest must nndertake so as not to be Is violation of tbie act Furtlier, tbe 
penalties for non-compliance should be clearly spedfled. 

Senator Cranbton. Thank you very, very much. 
Dr. Evans. 

STATEMEMT OS JSR. HAEJOEIE EVANS 

Dr. EvAN6. Good morning. My name is Marjorie Evans. I am an 
flttomey in Santa Ckra County and I am spealoug here this morning 
as an individual. 

I am here because I have had a l<Jng interest in devising finuicially 
and socially sound methods for coping with the problem of housing, 
problems of this nature. 

I was invited, I believe, because among other things, I am a consul- 
tant for the Bank of America in this particular role and ha^ worked 
with these East Oakland housing committees and will continue to do 
so. However, the record should be perfectly clear tiiat I speak for 
myself and in no way for Bank of America, 

I believe I am the pepper in the salt in this matter today. I truly 
believe that the abandoned housing and associated ]^!>3b]enis are 
sever© and must have the attention of all of us. Also I should say 
that I appreciate the thought and ooncem of our Federal legislators 
in trying to help us out. While thanking you however I believe tfcat 
we will all be better off if we have less Federal involvement in these 
problems than is proposed and perhaps less than we already have, 
and I will try to explain why, then go on to say what I think is a 
better way to do it. 

The general thrust of this bill, of course, is to permit the fore- 
shortening of the foreclosure and the taking possession procedures. 

It seems to me from a lawyer's point of view that it la inappro- 
priate for the Federal Government to be a residence owner or resi- 
dence landlord. It tramples on the police power which in the 
constitution is reserved to the States. It is a matter of health and 
welfare. 

Of course we know that for many years the Federal Government 
has been involved in that to some extent but in my opinion each 
instance ought to be examined very carefully and should not just be 
lightly jumped into. 

Local control and decisionmaking is absolutely necessary. Many 
Federal experiments in this field have been unsuccessful. Maybe 
sometimes one can use the word "distrust". "Why is not for ns to 
discuss today but the fact of the matter is that those people agree 
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that local coatrot, local judgment is yital, absolutely vital. Moreover, 
in my opUHon, local responsibility has got to come if ve are to solve 
these problems and the debilitating intrusion of the Federal Giovem- 
tneat into so many aspects of this has in my opinion debilitated local, 
State and city governments. 

There are too many Federal agents already. They are overlapping, 
wasteful, interfere by regulation and last of all they are indestruc&ble. 
There seems to be no way to self-destruct or have Congress destroy 
one. I would far prefer instead of this agency, which is proposed in 
the bin, to have Congress to suggest rather strongly to the present 
Federal agencies that Uiey get with it, start cooperating as th^ 
already are, of course, but I am trying to be very strong, start coop- 
erating, cooperate better, let^ say, more firmly with an assurance of 
congressional urging with the cities, with the State and with the 
citizens' oreanizations of which the East Oakland housing committee 
is a marvelous example and with the private lenders, 

I should comment just in passing that the bill seems to extend the 
ccmdemnation power and what we are calling checkerboard c<Hidem- 
netion. Of course that is the power of government but it is (me that 
should be lightly wielded and if it is not necessary, I dont think we 
should engage in it. 

Finally, and my objections, it interferes with the historical State 
control, the State control of debtor and creditor relationships. 

If we must have, and perhaps wb must have some way of foreshort- 
ening the foreclosure proceedings, getting people in houses, I would 
prefer to see this come out from the State legislation rather than 
Federal legislation. 

Well, that is all very well to say but what to do is another matter 
entirely, of course. 

First of all I would like to associate myself with the analysis, 
though not necessarily with the recommendations, of Mr. Ilgin who 
iAviously knows what he is talking about. He's clearly been in there 
fitting the good fight. 

I think it is time to urge you, all of us, to fa«e the facts, however 
unpalataUe they may be, about how this housing business works in 
Oakland. 

I will limit myself to that. 

In the first place it is clear that houses have got to be protected 
when tJiey become vacant and preferably we ahould prevent them 
from becoming vacant. 

A couple of good suggestirms have been made here. Mayor Beading 
asked for an early warning fystem. Someone, I think, on this pand 
suggested the caretaker concept which has good thin^ to be said for 
it in many ways. It gives housing to people and protects the arwu 

I might say this reminds me to some ext^it of the so-called squat- 
ters' licenses in London where the Bureau Council g^ves licenses to 
people who formerly were called squatters and now called licensed 
squatfers to get in the house and occupy it and use it as housing until 
it is ready to be taken over by the city for whatever purpose there 
may be. 

Ijenders should watch the payment performance closely to deter- 
mine abandonment early. 
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ThJs» of courssj is easier said than done but for the federally 
^ntroUed lenders, perhaps a little urging from thoee Ped^^l agen- 
cies to do the job right would help. 

The city should put more muscle into policing sensitive areas. If 
there are no policemen on the streets, if there's no way for people to 
report to some local place in the city government and the house Jooks 
as though it is being abandoned, the lenders dont know. They can't 
be out there walking the streets all the time. 

I think that the suggestion that HUD and VA should provide 
caretakers is a good one and I'd like to suggest tliat consideration 
also of their making temporary grants and I emphasize "temporary". 
I don't want the cities becoming dependent on the Federal Giovem- 
ment for police protection but smiply grants to the cities to help in 
this area by way of redress. 

"Hie second item is how to take care of them once they are in the 
hands of let us say the person who repossesses. 

I think that we should give a little bit more careful attention to 
selling these houses. Either renovated or under firm arrangMo^its 
that they will be renovated, sell them to cities, to public groups, to 
private groups, to these nonprofit organizations ^at someone earlier 
mentioned. 

I don't see why HUD and VA cant use good judgment. In fact I 
think they already are. I suspect there is not too much of a problem 
in East Oakland on that score but expanding it to the rest of the 
country. Why didn't they use good judgment in putting these houses 
at veiT modest prices into the hands of people who willrenovate and 
resell? 

The price that HUD and VA should sell should be low enough to 
make these houses saleable under good market prices when they are 
renovated. It is very costly to renovate and there have been a number 
of examples I think in East Oakland where the prices of houses have 
been run up and somebody ultimately, as tJiey say, takes a batii on 
that. 
. We have got to somehow get around that. 

Third, on selling arrangements, now here comes the banker's view- 
point out loud and clear but we really should face this. On the sale 
they must be sold to good credit principals tinder Stat© law. No one 
mentioned here the antideficiency judgment aspect of California law 
which forbid a lender to acquire anything more than the property. 
He can't go against the individual with $40,000. That aside from 
sound credit principals are necessary or we are going to get back in 
the same old problem again, if you lend to people who cannot keep 
up the payments and cannot maintain it. we are going to have aban- 
doned nouses. That's another matter to find out what are the credit 
arrangements and certainly it does involve such good ttxings as 
Federal insurance. 

Speaking of Federal insurance, of course if you have 100 percent 
insurance, there is no incentive, very little except from the part of 
view of their interest and the public good, there is little incentive on 
the part of the lender to watch that loan closely and to counsel and 
to get in there in a hurry before the house is abandoned or before the 
default grows serious. 
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Why not ccmsider, as hfts been proposed now and thrai, co-insnrance 
between FHA, VA on the one hand and the lender on the other hand. 
That gives the lender a little bit of incentive and in my opinion the 
lender would be willing to consider such a thing. 

The Giovemment insurance, of coui-se, is necessary, as we all know, 
in order to try to push the int«reet rate down to a conraderable extent. 
Now, I want to point out to you, if you liaven't already perceived 
it, that what I have suggested does not envision selling to those who 
can't pay and there are lots and lots of people in East Oakland 
accorcUng to the data that I have heard today and seen before who 
cannot afford under what I am calling sound credit principles, to 
t»ke out a loan for a house. Moreover they can^ maintain it once 
th^ have obtained it. 

That says I fear that there are many people in this coimry of ours 
that cannot afford to buy houses. 
I propose to you we make a mistake if we encourage them to own. 
I know homeownership is a good thing but you are going to cause 
more trouble in the end. Maybe it's a bad thmg. 

All right. What to do with that. Certainly it is one thing to 
believe, and I believe it in the 1970's that we ^ould see that people 
have a place to live, good housing. 

I suggest to you that again we refer ourselves to Great Britain 
which IS certainly no modd of a country which has its books in the 
black, but it has had a lot of experience on owning housing and leas- 
ing and renting to people who are not able to mid housmg or not 
able to buy it. 

I think in the end the State or city is going to have to own apart- 
ments, own single family houses, are going to have to maintain them 
and are going to have to oareftiUy oversee the rental and lease to 
people who cannot qualify for home loans. 

Penally the suggestions that I have heard today about the working 
of the private lenders with the local citizen organizations and with 
the cities and Federal agencies strike me as bein^ very good. I suspect 
there is shortly down the road a way, if you will, nonprofit corpora- 
tions become involved with this, with the lenders' money in it to get 
these homes back in the hands of people who can buy them and who 
can maintain them. 

Thank you very much for your attention and this opportunity to 
talk to you. 

[The complete statement of Dr. Evans follows :] 

Statembnt of HABj<»tE W. EiVANS, Danahbk, Qunn & Kltrn, Falo Alto, Calit. 

Tbaok you for your Inivitatton tx> apiwar before this Senate subcommittee 
Bt Its bearing on 3. I98B, tbe Abandonment DlsoBter ReUef Act. 

My name Is Marjorie W. EvanH, I practice law in Palo Alto, California. I am 
before you because of my long-standing interest in finding ways which are hotb 
flndni'lally and socially sound to revitalize Lbe old cities and downtowns of 
California, I have served os adviser in this area to bnsinesses and to citisena, 
and have helped design programs to tbis end. I was the representative of the 
Bank of America on tbe California Irfind Use Task Force sponsored by tbe 
Planning and Conservation Foundation, which group has recently published 
ita report caUed Tlie California Land: Planmnff for People} I commend that 
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leport to ronr attentton in your attempt to deal wltb tbe itroblem of deellnliv 
cideB. 

I. A BCBIOUB PBOBLEU EXISTS 

I agree witb 9. 19SS and the remarks of Mr. Hart Inserted in tlie CoiiKresslonal 
Record of March 6, 1074 to the effect that tbe problem of abandoned houses 
wbldi have been repossessed by the federal Department of Housing and Urban 
Development (HUD) and the Veterans' Administration (TA) is an extremely 
serious one. I agree that federal agencies bear heavy responsibility as creators 
of the problem. And I agree on the necessity for the renovation of these build- 
ings and their restoration to out bousing stock, because tbey contribute heavily 
to the deterioration of the communities they stand in, because they repi^sent 
a Bhoclcing waste of material resoorces, and because they are needed to house 
people, 

n. I OPPOSE 8. 1S88 

Despite my agreement as outlined above, and my appreciation botli of the 
good will and desire to ttelp of the authors, and of tbe great benefit of holding 

these hearings, I oppose S. 1988 for the followtag reasons : 
A. The creation of a new Federal agency ia inaAvitable 

1. The Federal Government ShovM Sot Be a Residence Landlord or Owner.— 
8. 1988 puts the federal government into the bousing business as a landlord 
and owner, a constitutionally Inappropriate role. Under the U.S. Constitution 
health and welfare are part of tbe Police Power which is reserved to the states. 
This separation of roles has been broken down from time to time, but such 
breaking down should always be suspect and inspected with a very critical eye 
before It is indulged in. The situation under scrutiny at this hearing is not one 
in which it is necessary or wise to permit federal Intervention in tbe Police 

The statement in §2(a)(l) that the abandonment brills tbe situation under 
the shelter of tbe Interstate Commerce Clause artiflciaily inflates that venerable 
clause, a practice wbii^ Is rampant and which I deplore. If this keeps up, tbs 
Interstate Commerce Clause will swallow the Constitution whole. 

2. iocol Control and Decision Making are Necessary. — Local control and 
decision making is much to be preferred over paternalistic direction and control 
from Washington. Federally financed urban restoration and renewal programs 
have not been unqualified successes. See, for example, p. 33 et seq. Cities, of 
The CaUfomia Land referenced above. Tbe impo^tion of inappropriate and 
unwanted plans upon the people of a city baa the effect of alienating them 
from their communities. It drains tliem of energy to act upon their own. It 
weakens the sense of responsibility, for one's own destiny and for other's 
welfare, of citizens, city officials, and state officials. Therein lies much of our 
trouble, 

3. There Is Now a Superfluity of Federal Agenden. — S. 1988 would create 
one more federal agency in a dense rank mat of federal agencies which overlays 
and smothers the country. Bach new agency seems to be created to cure the 
failures of a predecessor. Each becomes a i>ermanent barnacle which Congress 
cannot bring itself to destroy long after its usefulness has been outlived. Each 
adds to the strain and confusion of citizens and officials who try to deal with 
the federal government. Each interferes through pointless and obstructive regu- 
lations with the ability of localities and citizens to solve their own problems. 
This bill leaves Intact, unchanged, and uncbastened departments and agencies 
(and people) which (as set forth in the Congressional Record) have not been 
doing their Job right. If, as is there asserted, the agencies do not have the 
confidence of the people they serve, it is the worst kind of answer to create yet 
another agency. The answer is for HUD and VA to conduct themselves hence- 
forth in snch a way as to rebuild that confidence. 

4. The Bill Unwisely Eatends the Condemnation Power. — S. 1988 seriously 
extends the condemnation power, a power which should be used with great 
caution, beyond the boundaries which we have become accustomed to under 
earlier redevelopment legislation, nnd which frequently bad disastrous results. 
In effect, it authorizes checkerboard condemnation. 

5. The States' Authonty in Dehtor-Creditor ArrangemetUi Should Not Be 
Undermined. — This bill circumvents and undermines tbe states' historical and 
constitutional authority to control the rigbts of debtor and creditor, and to 
erect safeguards for the protection of both. 
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B. A heUtr »ol»Ho» U far dmcntt tmd egitttng hwol, SMte and F«derai agen- 
cies ta do tlteir jofrs properly 

1. EVD and VA Should Promptlj) Diepoie of the Hornet to RetpontHbte Private 
and PubUo Oroapg. — Oongreaa should direct the people in the agencies already 
created by It aod being supported by taxes paid by people living In these cities, 
specifically HUD and VA, to promptly get these repoasewed abandoned homes 
into the hands of private or public local gronpe who can In a financially sound 
way rehabilitate, sell, and rent the dwellings. HDD and VA should do that 
under their esisting authority and within eslatlng state laws. If the hoosea were 
originally or have become overpriced snch that HUD and VA will take a loss, 
BQch losa should be accepted. I see no disadvantage and possible advantage to 
disposing at a nominal price If sales are to responsible groups and if HUB and 
VA monitor the results. 

2. BUD and VA Should Help Finance on a Temporary BaHt Neighborhood 
Preteotian amd Uaintenanoe aervicet. — Congress should direct HUD and VA 
to start working immediately with existing agencies, cities, and communities 
to help solve the problem of inadequate policing which exposes empty houses to 
vandallBm, and of poorly maintained city services. Direct contribution of HUD 
and VA funds to cities for these purposes is appropriate on a temporary basis 
by way of redress It thoald not become a pemuinent arrangement, such tlt&t 
cities become dependent upon federal funds for police and other city services. 

3. HUD and VA Should Insure Home Loant on Renovated Houses but Under 
Bales of Sound Credit Practice. — Congress shonld direct HUD and VA hence- 
forth to insure mortgages on the rehabilitated homes but to insure only soundly 
financed properties. The iwssibllity should be squarely faced that snch sound 
financing will make it Impossible under present economic conditions for many 
persons of low and moderate income to become owners of these homes. Nothipg 
but harm is done by refusing to face this problem directly and by indulging in 
unsound financing to gloss over the problem. Other sensible ways of assuring 
that these people are well-housed must be found. It Is not appropriate for the 
federal government to be landlord, but It may very well be appropriate for 
state or local agencies to be landlord, i.e. to own housing and to rent and 
maintain the properties. Such an arrangement would doubtless necessitate sub- 
sidies, and it is time to give thought as to whether these subsidies should come 
from federal or state tax revenues. 

People who have the means to finance the home purehases should be welcomed 
and encouraged to become home owners in the affected areas. Their re-entry 
will improve the neighborhoods' stability and forestall a repetition of the fore- 
closure/abandonment cycle. 

4. Congress Must Reduce the Federal Tax Bite »o that Cities Can Tax to 
Maintain Themselves. — Congress should begin drastically paring down federal 
government activities which drain tax dollars to Washington. This must be 
done for citizens to be able to pay the local taxes needed to maintain the state 
and city services which give vitality to cities and make them pleasant to live in. 

This hearing is not the arena for setting up a list of wasteful, duplicative. 
unnecessary, and Just plain harmful activities being carried out by legislative 
and executive branches of the federal government It extends &r beyond the 
agencies of concern to ns today. Nevertheless, bloated federal spending is a 
major cause of the weakened condition of cities, and It Is time Washington 
faced the fact. 

5. Cities Must Once Again Assume Responsibility For Their Own Vitality. — 
Cities must recognize that they must take old-fashioned responsibility for the 
health and welfare of their citisiens. and must not remain In a demeaning 
dependency on the federal government. Police services, maintenance, Improve- 
ment, addition of trees, parks, and pleasant public places need attention now — 
by the cities. If the cities feel they are understaffed they must (a) re-order 
priorities, (b) find good ways to use volunteer help, (c) pressure the federal 
government Into reducli^ Its spending bo that the cities can realistically hope 
to tax their own citizens more. Finally they must work with other public agen- 
cies and with Interested private industry in such a willing and active way that 
they contribute their ^are to ih% work to turn around these blighted 
neighborhoods. 

HL SUHUART 

There are five steps to returning these abandoned houses to the housing stock 
and to beginning restoration of the neighborhoods blighted by them. They are : 
(a) Protect the houses from vandalism; (&) place possesslcm and ownership in 
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appropriate bands ; (o) renovate'; <d)'Tent or sell wisely to borne occniriera; (e) 
continue to maintain, protect, and nourlsb the neighborhoods, honses, and people 
after occupation. 

The proposed bill S. 1988 takes Into conBideratlon only steps B and C. Eaeb 
is vital. Bach is best done b? the city wltb help from tbe state as the state 
finds appropriate, and wltb willing and belpful cooperation of HUD and VA. 
The role of the federal government should be to cooperate with exlstii^ agencies 
and groups, to provide temporary grant funds for purposes of bousing and 
neighborbood protection and services, and to guarantee soundly based loans. 

Thank you for this opportunity to appear before you. 

SSenator Cranston. Thank you very much, Marjorie. 

While you have your concerns about the Federal Government 

fitting mixed up further in this, do you feel there is a need for some 
ederftl financial backing in one way or another, either by coinsur- 
ance or underwriting? 

Dr. Evans. I think the insurance — I think that's a good place for 
the Federal Grovemment to be. I think the FHA and VA insurance 
program and others of this nature are fine. I think also that when I 
spoke of people who have less than a certain income having to live 
in city- or State-owned housing, someone is going to have to subsi- 
dize that, of course, and I think a national debate should begin on 
whether it should be the Federal Government or State and cities. 

I don't have any terrible objection to the Federal Government sub- 
sidizing it. I think that might be an appropriate place. 

Senator Cranston. HXJI) already has launched a coinsurance 
program. 

Dr. Evans. I had that in mind when I spoke of that. 

Senator Cranbton. Can you tell us a wee bit more about this squat- 
ter's license procedure in London ? 

Dr. Evans. Yes. It is said — I was there about 3 wedts ago and it 
was told me by people in the housing bureaus in some of the bureaus 
of Ijondon that there is a 10-to-l ratio of vacant housing to people 
who need housing in Great Britain. That sounds extraordinarily high 
to me but it was said to me. 

There is also a crying need for housing. People are screaming over 
there. They are breaking into houses that are locked up for a month. 
They can't be dispossessed by the sheriff because they wire the bed- 
steads with electricity. It is a problem. London has an innovative (uid 
good way to handle this. The people who come in and say they 
haven't got housing, all right, we will give you a license to stay in 
house X on Y Street until we are ready to take it over to renovate it 
and put it into our council stock or until we are ready to level it for 
redevelopment . 

It seems to work all right. There have also been licensed squatters 
who just move in. 

Senator Cranston. Pete, do you have any questions at this time ? 

Congressman Stake. Senator, I would jiKt like to commend these 
panelists who I have worked with in the part; Dr. Evans, for her 
work really on behalf of the Bank of America, whether or not she is 
representing them or not now in this area; and Oak Center Better 
Housing, who I rather suspect some time ago made one of the very 
first loans in this area. It is an excellent group of people who have 
struggled through a lot of learning processes. To my knowledge there 
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ftre very few people who have tried to specialize in that unique enter- 
prise of taking abandoned houses and rebuilding them in a way that 
they are suitable to the neighborhoods they are in for people who can 
afford to live there. That is a very delicate enterprise and I really 
don't know of many people who do it as well and they are to be com- 
mended along with the East Oakland Housing Committee which has 
been growing all these many yeara 

I want to thank you all for taking the time — all of you — to be here 
because with just a few more jobs and a little more money and a little 
more cooperation we could probably solve theee problems in East 
Oakland. Thank you all. 

Smaior Cranston. Dr. Evans or Mr. Saladin, do you have further 
thoughts on how we induce private enterprise and finandal institu- 
tions to get back into this field really effectively i 

Mr. Saladin. When we say "back into this field" I think we have 
been there but maybe not to the greatest extent possible. 

One thing I would like to mention on insurance, and I am speaking 
for Great Western Savings now, we have not left private mortgage 
insurers alone. The loans we have been making in East Oakland, 90 
percent we have been able to get profit mortgage insurers to go along 
with us on those loans. So I can't leave that sector out and I am 
sure they continue to go with us. 

In ways to induce people, to repeat what I said earlier, I tJiink 
inducement is knowing now that we have the support and we have a 
gi-oup that we can, as private Iraiders, people that we can really work 
with. The present inspection sale reqmrement is going to help us as 
lenders, if tht^ is approved. There are things relative to the certifi- 
cate of occupancy that we require now in certain areas that is going 
to be enhanced by developing, hopefully, a special department within 
the city and all of these things we fee! now that we have some sup- 
port and we can make loans with reasonable assurance. 

We have the counseling center, Henrietta Scott, we are working 
with her. We have now a letter that the lenders can mail with their 
notices, their late notices, notices of default, referring that particular 
individual to the counselin;? agency. All these things help support us. 

Senator Cranston. Do you feel the assigned-risk approach that was 
suggested by Comicilman Sutter could be made to work i 

Mr. Saladln. Yes, I think it is the same type of tiling that is craning 
up as part of the proposal. Richard Ilgin's group, their part of the 
funding wiU be for an insurance for the private lenders. 

As I say I donH; think t^at is going — as we get into it I think the 
private mortgage insurers are going to go along with us to the extent 
those funds aren^ going to be used to tiie ext«it other people tiiink 
will be used. 

I dont know if I am clear on that but I think the private mort- 
gagors, they are going to go. 

Dr. Evans. Yes, I think those are good suggestions, particularly 
the al^olute necessity of having the city cooperate so willingly in the 
things that are absolutely important that the city do and that banks 
can do, cooperation of building departments or whatever it is they 
may be,caUed. 
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ijenotor Cranstox. Do either of you have any figures on the amount 
of non-Federal-Govermnent-owned property, not FHA, VA, that has 
been f orclosured in Oakland f 

Dr. Evans. I am glad jou brought that up. I waa nuining over my 
time and I had a note. I suspect if we oouTd figure some way to get 
daita on that, we'd all be better off. 

I know in my work I have on several occasions attempted to find 
out this datum without going to the trouble myself of checking it 
which is difficult to do and it isn't available as far as I Imow Mid I 
think we all need it. 

Mr. Saladin. I can only give you Great Western and we have on 
our list of foreclosed properties in a general c<nifines, not exactly 
what you would call East Oakland, but basically East Oakland, M 
properties and we have approximately 1,200 loans in East Oakland, 
existing loans on our books. 

So it is a very low percentage. 

Senator Cranston. Dr. Evans, you have been involved with that 
Federal Home Loan Bank mortgage prograjn run by Mary Wagner. 

Dr. Evans. I am familiar with it. I am not involved in it but I nave 
heard of it. 

Senator Cranston. How is that working ! 

Dr. Evans. Let's see. How shall I answer that? I think Oakland is 
much the better because of that program and other cities, too, which 
were utilizing it. 

I think one of my concerns goes back to what I said a minute ago. 
I fear that there is simply not enough money in the hands of a lot of 
people to finance the loans. 

If you make loans to people who cannot repay, that is ]ust another 
word for subsidy. I don't say I am against it, I just say we ought to 
be clear with what we are doing and I think that may be one of the 
problems there. But they are excellent on counseling and they know 
their banking business. 

Senator Cranston. Do either of you have comments on that ! 

Mr. Ilqin. I did have a comment on the inventory of abandoned 
houses. 

The city of Oakland, since we have had the task force going, at 
least, and possibly some before then, has beeh keeping ft running 
inventory of those houses. It comes out about once a month and they 
do research who are the parties in interest in the abandoned house 
as well as who the owner is who is defaulting. Also as far as Mary 
Wasmer's T>rogram, we have talked to her recently also and. of 
course, she has an excellent program, works, generally speaking, with 
owner-occupant and not with abandoned houses and when we con- 
salted with her recently, she was asking us about the abandoned 
housing in her area, which, of course, is Also a very limited-size area 
because of her limited funds. And she is now g<nng to try to contact 
private owners of abandoned houses in that area because fflie finds the 
same problem, that people who she is trving to help to keep their 
homes up are concerned because they will put so much money into 
their own home and they do not want to do that. Next door they may 
have one that's abandoned, boarded up, and something like we saw 
today. 
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Miss MATARRE9& I wanted to add a little something on this issue of 
homeownership versus renting. 

In our dealing with the 235 program, we found that in almost 
every situation the families that we were putting in those houses had 
been paying more in rent for Bmaller units, for extremely dilapidated 
units than they were paying under the 235 program and the 235 
prt^^m sets their housing paym^its at approximately 25 percent of 
their income so they are obviously paying too much to begin with. 
There are an awful lot of people out there who can cut the bucket 
so to speak in homeownership and simply dont have the opportu- 
nities and people who are presently paying an awful lot more in a far 
worse condition than they could in some kind — It might not have to 
be 235 program but some way of getting homeownership oppoituni- 
tiea It could even be some kind of coopemtive, scattei-ed-site program 
for single-family houses but unless you are really committed to 
making homeowners out of more people in communities like East 
Oakland, I think you are going to have a far greater recurrence of 
the kind of problems we have now. 

Senator Cranston. I want to ask this of each of you or any of you 
who feel like responding but what do you feel about the preauction 
system ? How does that work out ! 

Mr. Iloin. The present what, auction system! 

Senator Cranston. Yes. 

Mr. Ilgin. What we had here with HUD in the past was that the 
auction would be on a Monday morning but first choice would go to 
speculators and investors and they would be able to bid on the house. 
This is HUD houses and I think if the house doesn't get sold the first 
week — Mr. Price will be able to explain it better than I can but if it 
didn't get sold the first week, then the 235 certificate holder wcfuld 
have his chance. 

I believe that that has very recently been changed due to our urging 
so that 235 certificate holders and all others have an equal opportu- 
nity to bid on the first time the house is put up for sale. 

Our position remains as it has been, that the 235 certificate holder 
should have prime choice. 

f^nator Cranston. What seems to happen to a property that is 
picked up by an investor or so-called speculator? 

Mr. Im}In. Past experience, and there hav« been abuses, and I am 
talking about abuses that haive been such abuses in the past, that 
while the speculator was supposed to have come in and rehabilitate 
t^e house before it was pnt on the market or occupied, gnbsMpient to 
inspection by someone from HUD, would reveal that someone had 
indeed moved into the house before anything was done to.it. 

I think Mr. Price could probably give vou a much better picture of 
that. " 

Senator Cranston. Do you think HUD programs or dispositatm of 
these properties leads to atbandonment ! 

Mr. Ilgin. If HUD properties are left for long periods of time, I 
am certain that abandonment is the final result and I think you 
address yourself to that problem, time element in the bill, and of 
course any kind of abuses of any program will lead to further 
abandonment. 



Digitized OyGOOgIC 



There was one other concern that we have regarding the bill and 
was that the question is does it amount to something similair to 106 
percent financing! Does it tend to bail out the city! That's our 
c<mcem. 

Miss Matarrese. I was just gtung to say I think it is a measure of 
the way the HUD is using the ^5 program to sell their own property, 
but n<rt; allowing it to be used for any of the other abandoned prop- 
etities. In many areas there simply is not the market for the 
properties. 

In terms of bidding procedure itself, we have purchased a number 
of properties from the bidding procedure and I think there are 
probably more efficient ways of dealing with these properties. For 
example in the past there was a nonprofit organization used to be 
able to go into HUD and obtain these properties prior to going 
through the bidding procedure with the understanding that these 
were to be rehabilitated and resold to owner-occupants. 

In some ways it is a more efficient procedure than having it go 
through HUD bureauoracy. 

iSenator Cranbton. Does the present system where investors or 
so-called speculators get a hold of a piece of property, lead to more 
or less abandonment in the course of time! 

Mr, Ilqin. That would be difficult for me to say but our past 
experience would indicate the presence of an overa-bundant — an over- 
abundance of rentals which generally means speculators in your area 
is not good for a neighborhood where the residents are primarily 
interested in their single- family dwellings. 

Senator Cranston. Thank you very, very much. 

It has been very helpful of you to be with us. Thank you. 

Our final panel now will consist of James Price, Area Director, 
San Francisco Area Office, U.S. Department of Housing and Urban 
Development and Fred Craig, Loan Guaranty Officer of the Veterans 
Administration. 

If you could first of all lead off by commenting, Mr. Price, on the 
various statements that have been made by people that refer to you in 
your operation. 

Mr. Price. Thank you, Senator. I was going to say rather thMi 
reading the statement you already have. I would be glad to respond 
to those and only use a little of the material in the statement. 

Senator Cranston. Fine. That would be very good. 

STATEMEHT OF JAKES PMCE, AREA DIRECTOR, SAM PRAHCISCO 
AREA OFFICE, 1T.S. DEFARTHENT OF HOtTSHTO AND IJRBAV 
DEVELOPMEMT 

Mr. Price. As a general opening remark, however, X would like to 
say that we are very pleased with the attention that is being recedved 
now on these kinds of programs. We can hardly underestimate or 
perhaps I should put it more positively, we can hardly expect enough 
Btt<iT)tion to the problem and this type of hearing will help achieve 
that type of result. 
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We also are very pleased with the East Oakland Housing Commit- 
tee aiid other or^inizations because they have focus on the problem. 
1 am firmly conviiiced that to get action on these problems will take 
local community effoit, that no agency of the Fed^«l system or State 
system will actiWly solve these problems. 

I woud like to comment on the house that we visited this morning 
because I think it is a significant example of the kinds of problems 
that exist. 

At 6226 Bromley, a house that was built in about 1922 yraa most 
recently purchased by tlie immediate occupant in April of 1974. Fore- 
closure was startetl by the lender in February of 1975 and we received 
it on August 6 verifying that approximately 6 months' foreclosure 



By that time, of course, it had been abandoned and had been 
seriously damaged. However, another key point to this is that during 
the period from April of 1974 to the time of foreclosure, no payment 
was ever made on that property. The downpayment for the purchase 
price of about $19,000 was around $600 including closing costs. 

The net effect was that the party who aband<Hied that hcsne occu- 
pied it at a rate of less than $50 a month dnrin^^ that period of 
occupancy them left it without ever paying a nickel toward the 
mortgage. 

Now, one problem is we have no way — we do not know now where 
that party is — so we have no wav of discovering what the circum- 
stances were, and I will not make any judgment about why this 
happened. 

Congressman Stark. Was there any indicaition how long the person 
lived in the house! 

Mr. Price. There is no evidence as to the date that they actually 
moved out if that is what you mean. 

Congressman Stark. What was the purchase price? Do you have 
anv idea what the purchase price was ? 

Mr. Price. The purchase price was $19,000 ; the HUD loan, $18,600, 
is what HXJD paid off to the lender. Our estimated repair cost on that 
property is $8,000 which is a little higher than average. You saw it 
was stripped of plumbing. 

Congressman Stark. One of the things that occurs to me is that the 
real estate commission on selling that house had to be $1,140, with a 
$600 downpayment, if that wasn*t in cash or waa just a note, it just 
opens the way for a whole lot of chicanery to put in a dummy pur- 
chase with a $600 note, if that can be done by our underwritinga, 
where th# unsorunulous real estate broker pute $500 in his pocket 
and nobody lives there at all. 

Mr, Price, We believe this is an act of practice, and it is difficult to 
track us yon are aware. 

We are. very well aware of the practice of a speculator buying a 
property, maybe one of ours or mavbc another property on which we 
will Dut a mortgaire and they will say in writing they will be the 
owner-ocfupant and, therefore, they get the very low downpayment 
but, in fact, they never do occupy it. 
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Congnesman Stakk. Do you proeecute tiiose oases whm they come 
to your attrition i 

Mr. Pkice. We give that infoTrofrtaon to the TJ.S. Justice Depart- 
ment which rarely prosecutes because they claim you camiot prove 
that the party didn't really mean to live there then just changed their 
mind. 

It is a ripoff, Congressman, and we have expressed strong concern 
about this to our central office. 

To continue on that house bill, we estimate, $8,000 repair. Oar 
holding operation during this will cost about $1,000 when we sdll it. 

When you add to that wh»t we will pay by way of commission, 
closing costs after the rehabilitation, we will have in the house — by 
"we" I am talking about the people of this country — $29,150. 

We estimate that house will sell on the market for $18,150 leaving 
a net loss to the insurance fund of $11,000. 

Now, this was insured under the inner-city program which is 
funded by Congreeg in a sx)ecial risk fund so it is that fund which 
will lose the $11,000. Now since we got it on August 6, the city has 
inspected it per our agreement with the city. There is a long list of 
repair items, termite inspection and so forth and a sale recommenda- 
tion has been prepared by our area manager, and we received that 
today. We are prepared now to proceed with that house. The recom- 
mendation is to repair it. Our option is to sell it as is, and I under- 
stand that is of interest to the committee and I do have some other 
things we wanted mentioned but if you want to get into the as-is 
comment, I will be glad to get into that. 

A comment was made by Mrs. Matarrese regarding our sales. I 
would like to exchange with her a correction and an apology. She 
referred to a press release which I sent out about the 618 repair pro- 
gram and said it included a statement 235 would be included in that 
program. 

She is correct. My press release did say that. I was wrong. It is not 
included. That is a legislative matter and as much as I am interested 
in the Federal system, I seldom want to take on the burden of being 
a legislator so that is not in the l^slature and I apologize, Fran. I 
apologize. That was a serious error on that press release. On the 
other hand, Mrs. Matarrese 

Senator Chanston. Could we interrupt. Let counsel read one por- 
tion of the law on this point so there is no misunderstanding. 

Mr. PnicE. If you are going to tell me what I just said is not true. 
that's extremely interesting becnuse I am repeating what my central 
office has told me and I would be very happy to put 235, if you can 
tell me 

Mr. Buc.Ki.FT. I shall read to you the language of section 518(b) 
that was enacted as the part of the House Development Act of 1974. 
It says : 

"Tlie Secretary is authorized to make eipendltures to correct, or relmhurxe 
tbe owner for the correction of, etructural or other major flefects which bo 
aertouBly aflect nse and llveablllty as to create a aeriouH danger to the life or 
aafety of the Inhabitants of any one or two family dwellings which is covered 
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hy a mortgage liunmd nudw Section 83S of tMs Act or whlcb is located in an 
older, decUniug urban area and is cotm^ b? a mortgage insured under Section 
203 or 221 . . ." etcetera. 

It seems from what I have read that the legislation does include 
section 2S5. 

Mr. Price. We have just accomplished something. I have already 
invited the East Oakland Housing Committee to send me cases whei« 
they feel the 235 buyer should receive this a^istance so I can in turn 
go to our oentral office and advocate the program be expanded. 

I would guess the Department's position is related to the fact that 
the 518 was acted for 235, we feel we adequately serviced that in this 
area. However it would certainly not be fair for me to say that we 
covered everybody who should have gotten it by the deadline aad I 
would be glad to espand it. 

Another comment was made by Mrs. Matarrese that I think should 
be responded to. 

When we saw our property at the Monday morning auction, our 
first priority is to a proposed owner-occupant and that is stated in 
our ad. 

Our second priority is to a proposed owner-occupant with 235. 
However that program is now suspended or terminated by somebody 
in Washington. 

Now, I wouldn't try to say who but at any rate we are no longer 
offering 235's at this time but when we were, they did have priority. 

The speculator, so called, was the third priority and only received 
the property if we were not able to sell it to the first two priorities. 

One of the' comments that I make in my statement is that because 
of our stfong concern about the whole insuring program the rehabili- 
tation program, we have sent this week to Mayor Reading a formal 
invitation to participate with us in a greenlining program. We are 
prepared to make an agreement with the city and community orga- 
nizati<ms and lenders which will be backed up with an agreement 
f^iat we will provide mortgage insurance in so-called marginal areas. 
At the same time the city will take on certain programs to help 
further insure the safety and the benefit of that neighborhood and 
we. of course, will ask the lender to cooperate. 

Because of the activities of the east Oakland housing committee, 
we believe that that may be successful. 

Another concern that we have is the cost of buying a home. This 
has already been referred to but I would like to give you a specific 
figure based oii a fairly typical sales price in east Oakland of $17,500. 

The FHA formula on income would require an $11,000 annual 
income whereas the Oakland average income is well under that. So 
that a present of a home in east Oakland on an average would not 
be eligible for an FHA loan on their own house at this time at the 
present interest rate. 

Another subject that has come up a number of times is the number 
of homes that are actually foreclosed, and so fortli. There is a state- 
ment released by your office. Senator, which inadvertently contains a 
misstatement to the number of homes that are owned by HTOTD. 
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Fortunately our inventory has been decreasing. We have decreased 
the number of defaults for a number of reasons and the number of 
forecloaureg is down. Our sale program is very successful at this 
time. 

Today in Oakland we have 181 properties in the invraitory and 
about 40 of those have been sold and are awaiting closing. Each 
month we receive about 20 properties and we sell about 30 properties. 
Therefore the curve would indicate relatively modest inventory in the 
future if circumstances remain as they are. 

The reason I point this out, I have already mentioned to your staff, 
is because some of the press here may pick this up here and repeat it. 
It does say 1,880 HUD-owned properties in Oakland. The figure is 
10 percent of that at this time. 

Another reference has been made to the time of acquisition and I 
think this is one of the more serious problems we have. It is true that 
it takes 6 months to a year to foreclose and it is very likely that the 
property has already been abandoned by the time that process is 
completed. 

There are very few evictions. People leave. The HTJD process has 
taken far too long in the past and it has been as many as 15 months. 

We are now down to an average of 7^ months. We are attempting 
to bring that down to 3 or 4 months total ownership as an average. 
This would average the short-term ownership on an as-is sale, with 
long-term ownership on rehab, but we are extremely aware of this 
time factor and are very anxious not only for our own inventory 
benefit but for the communities affected to decrease that. 

The default rate in this area has dropped substantially for reasons 
that are a little hard to pin down. We now have a default rate whidi 
is 1.65 percent. That is that percentage of our total inventory of 
about 240,000 single family mortgage insurance cases are in default. 

Now, in Oakland all default notices are sent to the city of Oakland 
for the coimseling service and that has had a favorable impact in 
either arrangements with the lender or actually moving the property 
from default and therefore, as I told you, the foreclosure rate now 
in Oakland is now around 20 properties per month for FHA purposes. 

There is no need. Senator, for me to read further on the statements 
that you have. I would be pleased to respond to questions. Perhaps I 
should further comment on as-is sales. We have consulted with our 
communities about this and I have seen the statement that Mayor 
Reading read a while ago from the League of Cities. I would suggest 
that the genesis of that statement was from the neighboring area 
over whidi I am delighted not to have jurisdiction called southern 
California where there is a substantial number of properties and 
where the as-is program is the principal method of selling. We are 
now selling about 20 percent of our properties as is. It is departmental 
policy that we should be selling more than that. 

I personally have not advocated this because I feel it has problems 
in the community. However it is true that it expedites the sale. I am 
aware of the comments that are made that it just opens itself to 
speculators and so forth. We are trying to watch that. 
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As Mrs. Matarrese said, m the city of Oakland we are now dealing 
directly with the city and they are helping to monitor it. Somewhere 
I am sure instances can be cited in the past where speculation has been 
adverse to the community. We believe we now have a system in 
operation which would minimize that potential. 

Senator Cranston. Thank you very much. Very helpful of you to 
respond to some of these matters. Could you submit for the record 
the instructions you received from the central office excluding 236B. 

[The complete statement of Mr. Price, with attachments, follows :] 



The Department of Housing and Urban Development Is serlousl; concerned 
orer houelAg abandonment and tlie neighborhood deterioration whicb ma? 
result. It is a multifaceted problem whicli cannot b« solved without tlie close 
and Intense eooperatton of Federal, State and local authoritiea as well as local 
lending institutions and the community. HUD has supported and encouraged 
local govemmenC efforts at neighborhood preservation and we are pleased to 
note that many block grant cities have elected to undertahe rehab programs. 
The attached letter to Mayor John Reading of Oakland is a formal Invitation 
to l>egin a "greenllning" program which we have been discussing and contem- 
plating for some time. It is a positive step in the direction of improving specific 
neighborhoods in Oakland using the combined benefits of the City talent, HUD 
mortgage insurance and cooperation of local lenders. We look forward to 
achieving imsitlve results through this cooperation, especially in view of 
community involvement. 

The East Oakland Housing Committee ia to be commended for generating 
attention and provoking action on the problems of foreclosure and abandonment 
In general and as they relate specifically to the City of Oakland, This office has 
been represented at the community meetings they have sponsored on tbe subject 
of neighborhood preservation, rejuvenation and housing conservation. We have 
discussed with them and city ofBcials the information we have at hand about 
housing conservation and preservation of neighborhoods. 

We have explained our operations with respect to HUD acquired properties, 
the repair programs in connection with their eventual resale and other repair 
programs currently available as well as HUD's criteria for mortgage insurance. 
HUD will not insure where there is serious blight, adjacent industrial or adverse 
commercial use, or where deterioration Is a real trend. This last quallQcation 
can be overcome where local government and community Interests are imple- 
menting improvement plans. Adequate buyer Income is also very important. 
Some of our data Indicate tliat under our current requirements, many present 
East Oakland residents would not qualify to buy the home they alreac^ have 
with HUD/FHA mortgage insurance. Based on a hypothetical sales price of 
$17,500, an annual income of almost Jll.OOO is needed to support an FHA-insured 
mortgage. Median Income in East Oakland Is approslmately $8,900. 

I would like to share the San Francisco Area Office's Information on its 
inventory of acquired properties, our efforts to repair and resell them and 
our attempts to prevent homes from becoming part of this inventory through 
foreclosure in the first place. At the present time, this Department owns 600 
single family homes In the San Francisco Bay Area (about 200 of these are 
sold, but the transactions are not yet completed). Approximately 170 of the 
homes are located within Oakland city limits. The total Inventory has been 
reduced nearly every month from the January 1974 high of 1,577 properties. 
This reduction can be attributed both to a downward trend in property acquisi- 
tions and efforts on the part of the Department to accelerate its resale trans- 
actions of the homes. Our office set up and accomplished a series of goals aimed 
at reducing the amount of time that the properties are unoccupied and thus 
subject to vandalism, with minimum disruption to the neighborhood. Since 
January 1974, the turnover rate (acquisition to sales closing) has been lowered 
from 15 months to less than 7% months — still too long. We have attempted to 



Digitized OyGOOgIC 



94 

mlnlmlK loss ot IM«raT dollars In the repair and resale of the acqolred honBes, 
howevw onr flgiiree show an avwage loss of S8JS50 per property. To the 
average coat of paying off the mortgage (¥18,4EU» we add repairs mnHiof 
appnuJmateIr (0,600 Cor a total inrestnient of $24,900. B^sale of the bontea 
generallr brings In $16,400; the $8,660 balance represents the net Bnandal low 
on each hosie. Selliiig "as 1b" does not significantly affect this loss since ^M 
property brings a sale price still well under the paid off mortgage. 

The ontloc* for austalning the current low Inventory level te good — 1PM 
default and foreclosure rates are back to the level recorded dLnrlng the mid: 
1960's. Currently, the SFAO ia experiencing a 1.66% default rate in the mort- 
gages In force in its Jurisdiction, some 280,000. The rate represents a slight 
improvement over the previous quarter's record. This can be attributed partly 
to the stuped np mortgage servicing practices employed by HUD and mortgage 
lenders. Pieaee not% the attached letter SMit to all mortgages encoumgiiiK 
forebearance when practical and possible when servicing a delinquent mortgage. 

In the event this positive trend Is reversed, the Department stands ready to 
implement provisions of the Emergency Housing Act passed this summer to 
use co-lnsnrance or mortgage relief payments to preclude a sharp rlna In 
mortgage foreclosures. 

We cannot afford to be complacent about the statistics as they are non, no 
matter how encouraging. Proposals favoring netgbboriiood preservation and 
conservation have our wholehearted support The SFAO will cooperate with 
local governments and citizen groups to help achieve their hottalng goals. 



Depabtubkt 07 HouBiMQ and Ubbar Dn'SLOPMUiT, 

Sas FBUfciBce Amka. Officb, 
San Francifco, OaUJ., Auo«at SS, 197S. 
Mayor JoHir Bbaoiito, 
Oitv BaU, 
Oakland, CaUf. 
Bvbiect : East Oakland. 

Deab Matob Rbadiro : The San Francisco HUD Ofitce often Is dtarged wlQt 
"red-tlnlng" certain areas in Oakland. While we do not blank out large areas, 
we do reject numerous indlvldnal properties In portions of declining neighbor* 
hoods where extremely high risk conditions exist. It is understandable that 
affected parties perceive this as red-lining. 

In more marginal situations where we do accept applications, it has been 
onr experience that our programs are ineffective In assisting to Improve and 
stabilize neighborhood conditions. 

We would propose to work with the City in "green-lining" some selected 
project areas wliere HUD can have slgniflcant impact through full and unre- 
stricted mortgage Insurance approval. This can be accomplished by joint agree- 
ment on neighborhood rehabilitation project areas and then developing standards 
and programs for systematic code inspections, dwelling rehabilitation, open 
space, street and drainage improvements, landscaping including tree plantUig, 
and neighborhood utilitiea and services. 

It appears that this would be a most opportune time to accomplish these 
objectives in view of the Community Development Block Grant Program under 
which yon have set aside a substantial amount for residential rehabilitation, 
pins the possibility of additional funding from the State throngh their recently 
enacted Housing Program. It could also be tied in to the City's proposed Urban 
Homesteadlng application. 

We would be happy to participate in a preliminary discussion meeting on 
this subject at your earliest convenience. 
^ncerelT, 

JjUUs H. Pbice, 

Area Director. 
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{HU Mortgagee Letter T4-141 
DKfixrxssr or Hodoimo and Ukban Devklopmeht, 

OFnCH OF THE ASSISTAHT SECBBTAKY FOR H0D8IHG MANAOEMEIfT, 

WagJiington, D.C., Decembtr IS, 1974. 
To : All approved mor^ageeB. 

Subject: Forbearance relief— ha rdsliip and temporary loss of Income resnltlns 
from cnrreat economic conditions. 

Uanr moTtvagorB are expeilenciitg serlons problems In making timely mort- 
gage paymnits due to Uie natiMkwl<le increaw In nnemplorment and tbe teiupo- 
rar; l^-otTs occasioned In some laduatrles. Tbis curtailment of Income and 
reduction In working boura bae affected inanr mortgagors witb HUI>.lDBared 
mortgages. 

In an effort to assist tbose families wbo are experiencing temporary hsrdaliiPi 
tbe Department of Housing and Urban Development is agala strongly encourag- 
ing morttagees to render whateTer assistance Is possible to belp tbese 



Procedures contained In BUD Handbook 4191.1 "Admlnlstraticm of Insured 
Home Mortgages", Chapter 2. paragiapba 121-128, fully describe relief measures 
available to mortgagors uoder these circumstauces. These include: 

1. Voluntary tolthholding of Iwodomre iv the mortgagee. — ^The mortgages 
may wait as long as one year from the date of default before starting action to 
acquire the property. During this period, tbe mortgagee can assist the mortgagor 
by accepting reduced payments or by carrying the account in a default status. 
JJl funds remitted by the mortgagor during this period shall be applied in 
accordance with the terms of the mortgage. Since, by definition, tbe date of 
tbe default is thirty days after the mortgagor's failure to meet a requirement of 
the mortgage, the account can be carried in default indefinitely if the mortgagor 
makes payments during the period of default. Thus, partial payments, when 
applied, will advance the date of the default 

2. Special forbearance reUef. — The mortgagee may enter into a formal for- 
bearance agreement with the mortgagor. When this is done, the mortgagee will 
receive, as part of its insurance settlement, unpaid mortgage interest, including 
all amounts accrued prior to the execution of the forbearance agreement, com- 
puted to the earliest of the applicable dates described In HUD Handbooli 4110.2, 
The Mortgagee's Guide, Home Mortgage Insurance, Fiscal Instructions, Chapter 
12, paragraph 12-5a. 

A formal forbearance agreement cannot extend beyond 18 mouQis without 
prior HUD approval. 

3. Recatiing of mortgages in defavlt, — A mortgage in default may be recast 
to: (1) increase the unpaid principal balance of the mortgage to include all 
sums due and payable except late charges; and (2) extend the tenn of Uie 
mortgage for not more than ten years. While it is ree(«nlzed that recasting 
generally is not used by mortgagees. In this period of national concern HUD 
hopes mortgagees will be willing to extend this form of relief to a greater 
degree than has been customary. Recasting of a mortgage could prove of greater 
benefit to a mortgagor than tbe granting of special forbearance. On the other 
hand, use of special forbearance together with tbe recasting procedure might be 
more beneficial to some mortgagors. 

Mortgagees should ascertain that Uielr employees are fully familiar with 
all available forbearance procedures and that they make appropriate use of 
these procedures. Local HUD Area and InBorliw Offices ahould be contacted for 
further Information on these matters. 
Sincerely, 

B. S. Obawtobd, 
Asiiatanl 3eoretary for Housing Management. 
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Dbpabtuebt or Housina aitd Ubbut Developuekt, 

Office of the Area Diksctob, 
j9o» Francitco, CaUf., September 16, 1975. 
Mr. Jeekt Bucklet, 
Minority Countel, 

V.8. Senate Subcommittee on Routing, 
Washington, B.C. 

Deab Mb. Buckley : Enclosed Is tbe San Francisco Area Office's response to 
tbe questions raised at the Subcommittee bearings In Oakland August 28. We 
have also Included for your Information an excerpt from current dl8(b) instmc- 
tions indicating that homes Insured nnder tbe Sec. 236 program longer tban one 
year ago are not eligible for assistance. (Note: HUD acquired properties sold 
witb Sec. 236 subsidy are covered by HUD's one year warranty rather than 
S18(b)). 

Sincerely, 

James H. Pbice, 

Area Director. 
Attachment. 

Question 1. How many single family homes has the area office insured since 1968 
in the San Francisco area? How many multif amily? 
Answer. 

Totai mimber single family homes insured 

Year: JVumter tntuMd 

1968 20,857 

1989 - 20,841 

1970 - - 20,225 

1971- 24,717 

1972 23,322 

1973 10,720 

1974 - 8,330 

1975 thru August 12,346 

Total - 141,358 

This total includes 7,878 properties insured under the Sec. 236 program — 
Homeownership for Low and Moderate Income Families. 



Since 1968, this Office h 
Question 2. What is thi 

Question 3. What HUD programs were most of these abandoned homes insured 
under? i.e. 221 (d) (2), 223ie), 235, 236. Do you have figures on percentages under 
each program for this area? 

Answer. As of September 2, 1975, the inventory of acquired properties in the 
City of Oakland consisted of 171 properties. 96 (56%) were insured under Sec, 
203(b);6homes (638%) under See. 221(d) (2); 10(6%) under Sec. 235. 

Question 4- What has been tbe Impact of these special risk programs (i.e. 
221(d)(2), 223(e), 235) in this area? Have tbey contributed primarily to the 
abandonment problem? 

Answer. The special risk programs have bad no favorable impact on Oakland 
In general. The; are attempts to enable low and moderate Income families to 
attain homeownership which tbey could not afford In the private mortgage 
market. 

Properties designated to be insured pursuant to Sec. 223(e) at the time of 
ai^raisal are located in declining urban areas. This section of the housing act 
waives economic soundness and economic life requirements with respect to loca- 
tion and mortgage term. 

The default rate for mortgages Insured pursuant to this section Is higher 
than the Sec. 203(b) program; the overall default rate is about 1.65%; the 
223(e) rate Is about 4%. 
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QueMon S. What 1b the BTerase cost of maintenance between acqnlsltiDa and 
resale of a property (I.e. holding coat anij repairs) 1 

Answer. As of May 1975, holding costa on our acquired properties averaged 
$3,330 per unit; repairs averaged $3,2G0. 

QuettUm 6. What la the average length of time a property is held bj HUD? 

Answer. HUD holds properties an average of 6.8 months. 

Question 7. What programs has HUD initiated to decrease Its Inventory of 
properties? Do yon leei that these programs are effective in dealing with this 
prohlem 7 

Answer. The number of HUD acquired properties in the Oakland area has 
declined steadily from 359 In October 19T3 to 171 in September 19TG. This haa 
been accomplished by Increased use of private area managers to oversee and 
expedite the repair and/or sale of properties In their localities, some modest 
use of as-is sates, local broker iocentive programs, coordination with the Gitr 
of Oakland, streamlining of office procedures and increased advertising. 

Question 8. The "as-is sales" program, where HUD urges the sale of all 
acquired properties on a high bid basis without repairs and without further 
mortgage insurance, may oGTer Immediate relief to HUD's bulging Inventoriea. 
However, this program raises the question of whether as-is sales merely recycle 
the abandonment process by allowing deteriorated honsing to be occupied 
without repair. What precaution has HUD taken to prevent this from hap- 
pening? (I.e. is there cooperation with city officials as to the impact of these 
sates? Is there counseling of new owners so that they may be able to get flnauc- 
tng for these kinds of properties?) 

Answer. Although local considerations are the overriding factors in individual 
neighborhoods, generally, this ofiice feels that as-ls sates are compatible with 
(or will not have an adverse effect on) stable neighborhoods, upward transi- 
tional neighborhoods, or already bUgbted neighborhoods. Conversely, caution Is 
used in utilizing as-is sales in downward transitional neighborhoods where the 
threshold for tipping Into blighted condition may be exceeded. 

Of the 171 properties in Oakland now owned by HUD, only 17 are scheduled 
to be sold on an as-ls basis. 

The Oakland Building Department Is notlQed of all as-ls sales prior to the 
sale and provides HUD with a list of code deficiencies which are passed on to 
the purchaser. The City then contacts the new owner concerning repairs needed 
prior to authorizing connection of utilities. The City of Oakland also maintains 
a counseling agency to help new and potential homeowners, particularly those 
who liave acquired Sec. 235 homes. There Is a prerequisite that those purchasing 
with Sec. 235 assistance complete a counseling course. Counseling Is not manda- 
tory for purchasers of as-ls properties. 

Question 9, What measures has HUD used to deter the foreclosure rate of 
HUD insured properties? 

Answer. Our single-family mortgage servicing section is in constant telephone 
contact with mortgages and mortgagees trying to work out reinstatement pro- 
grams for delinquent owners. 

In addition they are making mortgagee reviews where forbearance relief for 
delinquent mortgagors Is stressed. 

In the last two months seven mortgagee reviews have been made. Mortgagees 
are also encouraged to work with HUD Certified Counseling Agencies. Copies 
of default notices on Oakland properties are sent to the City of Oakland Hous- 
ing Advisory and Appeals Board and the Oakland Counseling Agency for Inspec- 
tion of the property and direct contact with the owners to offer counseling 
assistance in an attempt to arrange workouts with the lender whenever 



Question 10. Does HUD have any comprehensive program that addresses the 
revltallsatlon of abandoned neighborhoods? Do you feet that a comprehensive, 
rather than a spot approach is needed? What would you recommend that a 
comprehensive approach Include? 

Answer. This office believes that the revltalizatloR of abandoned neighbor- 
hoods must come about through the cooperation of Federal, State and local 
authorities as well as lending Institutions and the commimity. Many block 
grant cities have elected to undertake rehab programs. 

In the speclflc case of Oakland, we tiave Invited the City to begita a "green- 
Unlng" program which would be a Joint agreement on nei^borhood rehatriUta- 
tion project areas and then develop standards and prc^rams for systematic 
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code Inspections, dwelling rehaUlltation, opm space, street snd dnlnage 
improTementa, laudscsping. Including tree planting and nelgbboiAood ntUltte^ 
and services. 

(HUD— WulilnstoD, n.C, 40T0.I Ber. p 8-S] 

b. DuwIIttw- The dwelling may consist of a one or two family nnlt and flhoU 
bave been more tban one fear old on the date Ute conditional comsiitment was 
issued. 

c. AppliottUon. In the case of a Section 236 mortage, the applicaUoa fot 
oaaistance must have been submitted within one year after Insurance of tHe 
mortgage as evidenced by the date of insurance endorsemenL In the case of 
ntortsages In older, declining urban areas Insured under Section 20S(b) or 
e21(d)(2) on or after August 1, 1968, and prior to January 1, 107^ the 
application for aBsIstance must be submitted not later than August 22, 1875, 
one year aftet- the date of enactment of the Housing and Community Develifh 
ment Act of 1*74. 

d. Esatmt of Defect. The defect mntt be a structural or other major defect 
wUcta so seriously aCects the use and livablllty of the property a» tO Create a 
serious danger to the life or safety of the Inhabitants. To meet this test, the 
defect mnst not be speculative or of limited likelihood of becoming an actual 
danger. A defect Which has become a serious danger to the life or safety Of the 
Inhabitants, but which was not so at the tinie of the original appraisal inqm^ 
tioo. is not eligible. ¥V>r those claims Involving reimburseiuent fot r^paln 
previously made, the defect must have been such that a Judgment can be mads 
that it constituted a serious danger to life or safety at the time ol the original 
apptaim inspection. 

e. DetermttMtion of SwitHng Defect. The defect must he determined hj 
BUD-FHA to have existed on the date the conditional commitment covering 
the property was issued and must be one that a proper appraisal Inspection 
pf the property could rmsonably have been expected to reveaL 

»-8. Defective ComUNom EUgible for 518(b) A»Hgt(tnce. The file moat b« 
retrieved and reviewed by the lleld ofllce up(»i receipt of a claim whlcli appears 
.eligible on Its face. Bxamluatlou of the conditional commitment conditions may 
determine If the defective 

STATEMENT OF FRESERICE CRAIt}, 10 AS &TTABAirrT OITICEB, 
VETERANS ASMIHZSTBATION EEOIOHAL OITICE, SAN FRANCISCO 

Mr. Craig. Fred Craig, I am Loan Guaranty Officer, Vetarana 
Administration, San Francisco, and I brought these gentlemen with 
me and I am delighted to introduce them. On m^ far right is Bill 
Seven, who is property management representative from our oflSce 
-who works in Oakland. Next to me ia Henry Cohen, who is an 
attorney from the General Counsel's Office in Washington, D.C. On 
the far left of the table is George Howard, a loan guaranty attorney 
in San Francisco. 

Senator Cranston. Thank you very much, Mr. Craig. I have to ask 
you to suDUnain^e in not more than 5 minutes. 

Mr. Craio. I am going to be very brief. 

Senator Cranston We have got to quit at 12 :30. 

Mr. Craio. I understand. I just want to saj we do not object to thft 
intent of the bill. We believe some fiscal and technical matters need to 
be clarified and we are primarily concerned with the marketability of 
the long-term obligations that are mentioned in the bill. 

As you know our loan guaranty revolving funds are replenished 
^m the sale of our foreclosed homes and this is our primary concern, 
and I think that can be clarified and probably settled. 

Other than that I wanted to talk about the city of Oakland and 
northern CiUifomia. We own 235 properties in northern California 
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and Nevada. Fifty-eight of them are in Oakland and 19 of those wa 
have owned more than 6 months. 

So iw do ndt have a large inv^tory here and ^e do repair the 
honses bef orb we sell them. 

Anything else that I might testify to is already in the supplement 
that was submitted. 

[The complete statement ot Mr. Craig follows :] 

STATElfKnT c 

lit. Obalnnan Kad Honorable Members of the Sub«ommtttee, rs Hk Loan 
OoaMnty 'Offlcer of tbe VA'a San FnuiclKo office, I am [deased to Itave tbe 
opportnnltT to appear before tble subcommittee today end presrat tbe views 
of tbe VA m S.198& 

Tbls bill, e&tlOed tbe '^AbaBdoninent, Dimeter, Demongtration Belief Act" 
Is deidgned to prevent deterioration and destruction of nelghborhoodB and com- 
munities aiul to bold and assemble panels of land for orderly itev^opment and 
raOeveiopment. lUls belog twBed npon a general finding tbttt Uie cause of tbe 
aee^tteaoa maS deteAomtion <rf neigbborbods 1b to a large oitoA due to 
abandoiiBiait of properties. 

9%e TA Is well aWare of tbe problems wttb abandoned properties. ITnfortu- 
tutelr, we beUeve tbls complex bill, as catrentlr drafted, contains many provi- 
sions which are ambiguous and subject to varying interpretations, leaves mEOy 
Areas nnresolved, and will create many problems. For tbefle reasons, tbe TA 
oppowB 8. 1B88. 

Oui* objections to tbe 1)111 are not to its Intent bnt ratber to potential problems 
tliat eonld resnlt from tbe vagneness and technical InsnSclencIes of certabi 
pvDvtatons of tbe bill, These technical problems make It extremely dllBcnlt for 
%e TA to take a firm position on the snbstsnce of certain of these firovlslons 
as we Cannot forecast with any degree -of certainty the effect that ijassage of 
this bill would have upon existing programs. 

^While not intended to he all-lncludve, tlie foIlowlBg are some of tbe specific 
areas we Und ob]ectl<mable : 

Within tile three metropolitan 'honaing marlcets, to be determined In accord- 
ance with Section S Of the bill, tbe Neighborhood Protection Corporation, set 
HP to-flanr o«t the funcHoBs of S.1088, is given authority in Bnbsectlons (a) 
and (b) Of Sectton 6 tif the bill to take action to declare abandoned resld^itlal 
property teifelted and to selae and take possession of snch property. Paragra^ 
3 of subsection fl(b) of the bill provides ench edraire ftoal! be subject to the 
payment by tbe corporation of "just compensation" to any person claiming an 
ftitereat in the srized property. This paragraph farther provides that where 
the iwrson or agency having an Interest is a federal agency, payment by the 
coi$M)ratlon Miall be in %e form of obligations Issued by such corporation. The 
bin does not apeclfy, however, how payment aball be made to persons or other 
entitleB that are not federal agencies. Conceivably, the corporation could make 
socb payment in ^tbe form of the satne obllgatifma It would Issue to federal 
Og^WiM. Since the hill provides In Section 8(b) (page 20, lines 8 tbroogh 14) 
Uiht stach obligations are not guaranteed by the United States and do not 
constitute a deht obligation of the United States, the marketability of such 
ehiigatlons Is at best uncertain. If It is determined ttrat a holder of a mortgage 
•n property aeemed to "be abandoned Is to be paid in long-term debt obligations 
«if the corporation, which mayhave limited marketability, great reluctance can 
be tttrvaeea -apoa tlie part of 0»e mortgage Industry towards making loans on 
properties In the demonstration areas. If this should occur, potential sellers of 
residential property wonld And themselves unable to secure buyers with mort- 
gage financing available t-i them. As a result, those parties required to relocate 
might be left with ho option othier than to abandon their homes. Thus, poten- 
tially, the effect of this bill conM well lead to greater abandonment rather than 

At tbe present time the VA Loan Guaranty program is funded by a revolving 
fund established by section 1824 of Title 38 United States Code. Claims made 
npon the VA, based on guaranteed loans, are paid from this sonrce. PropertleB 
acquired are usually rehabilitated and then sold by the VA. The proceeds of 
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OieBe sales are deposited into the same fund. If the VA la to receive lot^-term 
debt obligations of the corporation In exchange for Its acquired properties 
confeyed to the corporation, a eerlous Impact npon the liquidity of tlie fund 
can be seen. The lack of an adequate cash flow might well leave the VA with 
no alternative but to seek additional appropriations in order that it might 
meet its obllgutlons on outstanding guarantees. 

In those Instances where the mortgage covering the abandoned property Is 
insured or guaranteed by an agency ol the United States there is provision, 
as previously Indicated, for the seizing and forfeiture of the property with 
payment of Just compensation to the parties in interest. If such payment is 
to be made to the holder of a mortgage at or shortly after the forfeiture of the 
property to the corporation, it leaves unclear the position of the guaranty Issued 
by the VA to the lender. Normally the claim under the guaranty would be 
presented to the VA subsequent to the liquidation of the security and applica- 
tion of the proceeds of the sale to the outstanding indebtedness. Obviously if 
the holder of the mortgage has been paid in full by the corporation, Insofar 
as the mortgagee is concerned, there no longer is any outstanding indebtedness 
unless the corporation becomes the holder o£ tie mortgage by assignment. In 
this event it appears the corporation would then b« in a position to file the 
claim tmder the guaranty with the VA, Since the corporation would retain 
title to the property the VA would be in no position to recoup its payment by 
means of resale of the property, thus further endangering the revolving fund. 

It is our feeling that the bill should speclflcally clarify the potential liability 
of other federal agencies tbat have guaranteed or insured mortgages in the 
demonstration areas. 

Section e(d) provides for the corporation to acquire from the Administrator 
of Veterans Affairs properties to which he holds title, the consideration for 
the conveyance oC the propei'ty to be its fair market value. However, the fair 
market value may not exceed the unpaid balance of the mortgage. Properties 
held by the Administrator are not usually sub:]ect to a mortgage obligation. 
Therefore, a strict Interpretation of this section could result in a requirement 
that the Administrator convey the properties to the corporation without 
compensation. 

Additionally, the VA may sell a property on an installment contract. Tech< 
nlcally, an installment contract is not a mortgage and until such contract is 
paid hi full title remains in the Administrator. It ts unclear whether the term 
"mortgage" at the end of said sabsection (d) Is intended to be applied in the 
narrow technical sense. If it is, once again there would be no unpaid balance 
on the "mortgage." Additionally, this section makes no allowance for the pay- 
ment of management and foreclosure expenses or for the relmhursement to the 
VA of monies expended in Improving such property prior to its acqui^tlon by 
the corporation. 

As a final note. Section 3(1) of the bill narrowly defines the term "residential 
property" for the purpose of S. 1988 to include only those properties which 
are subject to mortgages which ate insured or guaranteed hy an agency of the 
United States or which are subject to mortgages held by a "federally related 
financial institution." In addition to guaranteeing and insuring loans, the VA 
also makes direct loans under certain circumstances. When VA acquires a 
property, we often resell it on credit (i.e. on an Installment contract, or for a- 
note and deed of trust or note and mortgage). The definition in Section 3(1) 
would not apply to these latter cases. This distinction la especially important 
in Section 6(d) which refers to "residential properties to which title is held 
by . . . the Administrator of Veterans AtCalrs." Where the Administrator holds 
title, as noted above, there may be no outstanding mortgage or other debt, or. 
if there is. the loan would have been made, but not insured or guaranteed, by 
the Administrator. 

I have attempted to point out some specific objections without attemptli^ 
to be all-in elusive. 

The Department of Housing and Urban Development has prepared a report 
to the Committee on S. 198S strongly opposing enactment of the bill and noting 
a number of major difficulties that the hill would create. Briefly summarized, 
the major difficulties Include : 

The bill would duplicate what can already be accomplished by local govern- 
ments with Federal assl^itance under title 1 of the Housing and Gommunity 
Development Act of 1974, aud would duplicate HUD's property disposition 
function. 
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Tbe bill would create a new Federal Nelf^borhood Protection Gorporatlon 

as an agenc; of the United States, and Inject it Into probleme better solved 
bf local governments and local cltizenB. 

The bill would impose a major bnrden on the Federal courts. 

The corporation's losses wonld have to be subsidized by the Federal Govern- 
ment. Furthermore, the bill would provide for backdoor floanciag whlcb is 
Inconsistent with the Congressional Budget Act, and would provide an exemp- 
tion from budget control. 

Tbe corporation's authority to apply properties on a mandatory basis from 
FHA and other Government agencies would operate to deprive the Insurance 
fund of cash flow that would be realized in property dispositions, and would, 
in some cases, preclude recoveries that might have been obtained covering full 
iosiKs. 

We urge the Committee to carefully consider the Department of Housing and 
Urban Development's strong objection to S. 1988. 

I thank you for this opportunity to testify and will be glad to answer any 
questions that you may have. 

Senator Cranston. Thank you very very much. I appreciate that. 
In light of the criticisms that have been voiced and I think they are 
pretty widely recognized that the as-is sales program, should that be 
modified, can it be made into a workable program, should it be 
abandoned or what, do you have any view on that? 

Mr. Craig, Senator it would be my feeling that the way we are now 
doing the as-is program in Oakland is probably workable and safe. 
We have been doing this now for about 4 months and some experience 
will help us answer the question more precisely. 

The interesting thing is there used to be community pressure to sell 
them rapidly and sell them as is because it did permit someone, pre- 
simiably with a very small investment, to buy a property. 

It is true that resulted in homes being occupied on various sub- 
standard basis. Hopefully now we have stopijed that. 

Senator Cranston. What percentage of as-is sales are to brokers 
and absentee landlords ? 

Mr. CitAiQ. Most of them. 

Senator CranstoN. Most of them are t 

Mr. Craig. When you say "brokers," I would enlarge that. Small 
contractors are heavy investors in the program because they have a 
small work force that they can put to work on it so it would be 
brokers plus contractors. 

Senator Cranston. What programs or procedures do you have to 
monitor abandoned, boarded up homes to try to reduce the vandalism 
and destruction that occurs ? 

Mr, Craiq . Senator, first the vandalism has taken place generally 
before HUD has title to the property. The renter is supposed to board 
the property up as soon as they are aware that it has been abandoned 
and they are supposed to supervise that property until the day it 
comes into our ownership. 

When we receive notice of the foreclosure, it is immediately turned 
over to an area manager. Mr. Hicks is in the audience today and is an 
area manager in Oakland. His office secures the property, makes sure 
that "Uie boards are on or if they aren't that they are put on and we 
also have a full-time, round-the-clock watchman's service which 
rotates around Oakland. This has reduced vandalism on our proper- 
ties though it doesn't totally prevent it. 



Digitized OyGOOgIC 



Seuatov CBAKtenxi. Is ii often tba ease the family jtMfe trnvna out 
an^ Bobody ig aware of it f 

Mr. Craiq. More likely for most before aomebody is aware of it 
The procedures for payment on a house, particularly sueh as in most 
ofl^es since they are recognized do not recognize tne vacancy witil 
sometime after a payment iras dne because there is a routine followup 
notice sent. 

Some lenders inspect their properties on a fairly regular basis, in 
an area like this and they ]»obably ^rould spot abandonment aooaae. 

Senator Cranston. Couldnt the system be worked out where per- 
haps the neighbors themselv^fi in a blodt would advise HUP of a 
empty home f 

Mr. Crato. Surprisingly one of oar more serious abandonment 
problems is in some new construction in Santa Clara Coun^. The 
planned unit ifcvelopment where the cost was so low to get m thrt 
when people have an option to go elsewhere for employment, they 
find they cant resell their house and pay a comm^ien and come ovi 
on it so they just stop payments. 

We have made arrangements with the homeowners' associations in 
those areas to- watch the proi>erty and in exchange for that we do not 
put the boards up, which of course announces its availability for 
vandalism, 

We would like to work something like that in Oakland if there were 
a cohesive neighborhood arrangement to do it. 

Senator Cransiton. Fran, would that be something your organiza- 
tion could do. or have you attempted to have any warning systwa 
where people on the block notify you op HXJD when there is a h<Mne 
that is suddenly empty? 

Miss Matabissb. I think we would like to discuss that. 

Senator Cranston. Why don't you do that. It seems to m© that 
might be one fruitful step. 

Mr. Craig, It would seem to me. Senator, that it woald need to be a 
citywidB agreement since our inventory represents a fracti<m of the 
total abandonment problem in Oakland. Obviously we would be 
anxious to cooperate with them. 

Senator Cranston. Do you have to start everything so l»g you cant 
ever start yet or can you start in one givwi area and see how it works 
aad when you have an organization like the effective one ii Uast 
Oakland, I should think you might try something there and see if it 
could be tried some places. 

Mr. Cbaio. Our green-lining proposal to Mayor Beading is we piflk 
out a tai^t area and do everything possible to reserve that area. 

Senator Cranston. What about the proposals or the suggestions of 
a caretaker program or the variation of London licensed squatters? 

Mr, Craig. There is nothing in our regulation, that would prevwit 
that from being done now. Tfe lender does have to deliver the prop- 
erty to us unoccupied but they could occupy it during the vacant 
period and actually we could make arrangements to accept continued 
occupancy on a short-term rental basis. However if there has been a 
period of time when it has been abandoned between that occupancy 
and the time that it is abandoned, the vandalism itself brings the 
house lower than healthful occupancy standards. 

We have weighed the idea of an interim tenant at very small cost 
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or no cost but, in fact, when ve hftTft the house inspected it is not 
habitable and wouldn't work. 

Senator Cranbton, Is the acquisition rate for houses insured under 
the various programs still climbing 1 

Mr. Craiq. No. It has been reduced for the last year in our area 
and we are now at the lowest we have been in many years. 

Senator Cranston. Did the 1974 moratorium on HUD foreclosures 
artificially decrease the foreclosure rate* 

Mr. Ckaig. The 

Senator Cranbtok. Wasn't there a. moratorium 

Mr. Craig. On multifamily ? 

Senator Cranston. Yes. Only on multifamily. 

Mr. Craiq, Yes. 

Senator Cranston. Did that affect your rate, the rate you just 
referred to that ig down t 

Mr. Chaig. "When I referred to that rate I was talking about single 
family and there was no moratorium on single families. 

We have ui^d lenders to forebear on foreclosure and most of the 
lenders in connection with the FHA in fact are cooperating with that. 

We have a serious multifamily default in northern California. 
Howev er in Oakland at this time there is only one multifamily proj' 
eet in H^JD ownership. 

Senator Cranston. Tran, do you have any people in your organiza- 
tion or the community that might fit into a caretaker type program t 
Do you think jour organization could help work with HUD to work 
out such a procedure f 

Miss Matakbise. I think we would prefer to discuss that in com- 
mittee before I make a statement here but we could bring that up and 
also discussing 

Senator Ca\n8ton. I have some other questions that I would like to 
submit for written answers from you, some requiring some statistics. 
You may not have it at your fingertips. 

I thank you very, very much for your presence. 

Ptete, do you have any questions ? 

Congressman Stark. I just wanted to comment, Senator, to 
Mr. Pnee and to a less extent to Mr. Craig. They have been extremely 
most helpful to my office and I know the other <^ces in the bay area 
for all kmds of constituent assistance, not just foreclosed homes, and 
Jim has a unique feature, among those m government service, of 
being able to make a mistake eveir once in a while and do something 
about correcting it. That's very refreshing. 

Senator Cranston-. That's incredible. 

Mr. Price. I would add my thanks to an agency with which we deal 
so often and happily and which works very well together with us, 

Senator Cranston. You have been most cooperative with us also 
and we deeply appreciate it. 

I thank you for your presence here and your concern. This hearing 
will now recess. We are going to have another hearing like this in 
Los Angeles tomorrow on the same topic and then we are going to 
get to work on the bill, program in Washington. 

Thank you very much. 

[Whereupon, the subcommittee recessed, to reconvene on Friday. 
August 29, 1975.] 
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[Additional material submitted lor the record folloiire:] 

(From Bank of America. Ncirel 

Unique Bake Prookau To Aid Buqhted Aseab of Thbeb Cfubs 

San Fbancibcxi, February 17, 1976. — Bank of America today announced it 
has Bigned contracts wltb tbe cities of San Diego, Torrance and MenLo Park as 
the first participants in a. key element of Ita unique City Improvement and 

Restoration Program. 

ConceiTi>d b; the bank's Social Policy Department in late 1973, the pn^ram 
Is designed to pull together and coordinate the bank's efforts to improve the 
quality of California housing and older downtown commercial proper^. It pro- 
vides tor low-interest loans, bond purchases and financial expertise. Loans s>t 
bond purchases may be made for the rehabilitation of residences or commercial 
buildings, purchase of older homes, construction of low-cost and senior citizen 
housing, physical improvement of downtown areas and acquisition of park and 
recreation facilities. 

A bank'Wide committee spent much of 1974 researching the needs of Cali- 
fornia's cities by analyzing eight communities to determine their needs and 
explore ways which the bank could help to meet them. That committee's report 
near the end of 1974 resulted in the design of the City Improvement and 
Itestoration Program. The program is aimed at four obvious problem areas in 
California cities : rehabilitation needed to preserve existing housing, the need 
for additional low-cost and senior citizen housing, tbe need to revive older 
downtown neighborhoods and the needs of city administrators In the areas of 
financial expertise that the bank's staJT can offer. 

Following study and contact work throughout 1975, the bank committee b^an 
to approve individual projects generated largely at the community level. Kach 
project demands a carefully tailored prt^ram, one taking full advantage of 
available state and federal assistance so that the best possible terms can be 
created for the borrower. 

K^bl S. Smeby, a Bank of America senior vice president In Los Angeles, 
chairs the City Improvement committee. Commenting on the contract signlngs, 
Smeby pointed out that the 1974 Housing and Community Development Block 
Grant Act essentially casts cities in the role of lenders dispersing federal rev- 
enue sharing funds for housing rehabilitation. "We realize that cities are not 
usually in a position to act in that capacity, and are offering California com- 
munities onr expertise to expedite the channeling of those funds," he said. 

Sm^y noted that the bank has an obligation to aid California cities In this 
rehabilitation effort. "In response," he said, "we have developed a proposal 
which allows those funds to be loaned, at below-market rates, to qualified resi- 
dents designated by the city." To make this proposal available state-wide, the 
bank committed a staff which has made the presentations to more than 60 
California cities and counties. 

San Diego, Torrance and Menlo Park are the first cities to sign contracts as 
participants In the program. Many other cities and counties have indicated that 
they are seriously considering the bank's program as a means of implementing 
their housing rehabilitation projects. 

"We feel that this program has great potential and fills a need which has 
been largely unmet in recent years," Smeby said. "Its flexible guidelines will 
support a number of useful projects and will have the effect of revitalizing 
older areas of California's cities and providing additional housing for Its 
citizens." 
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preBervatlon matters and, In particular, to conduct studies in tbe areas of legls- 
latlve and adminletratlTe etatutee and regulations. In ai^cord with this mandate, 
the Council monitors preservation activity at the Federal level and regularly 
compiles the Information gathered in reports to the preservation community. 
The present report, outlining the activities of the Ninety-fourth Congress, First 
Session, IB intended to provide up-to-date information on the variety of l^Ula- 
tive proposals affecting preservation that are now pending before the Congress 
and to relate these proposals to the current philosophy and direction of the 
national historic preservation movement 

The year under review, from the convening of the First Session on January 
M, 1875, until adjournment on December 19, 1676, provides evidence of a grow- 
ing congressional awareness that preeervatioa, creatively applied, ean coexist 
with, and often bring new vitality to, efForts to deal with pressing national 
problems. The many proposals introduced not only call for continued commit- 
ment to preserving the national patrimony but also eneourage contemporary use 
of cultural resources to help achieve broader objectives of economic development, 
emidoyment opportunity, resource conservation, and community Improvement. 

INTTODUCTIOIT 

Historic preservation has traditionally been viewed in "monumental" perspec- 
tive as the saving of isolated sites and structures, such as l)attlefields, mansions 
of the wealthy, and Imposing public buildings that have been enshrined as 
museums or parks. Hence, the public has regarded the preservation movement 
as outside the mainstream of national life : to preserve a Gettysburg, an Alamo, 
or a Hyde Park might be worthwhile, but such activities were rarely assign^ 
the same Importance as issues of war and peace, the economy, and ui^ent BoclaL 
problems. As a result, preservation assumed a relatively low national priority. 

Daring the last decade, however, historic preservation has come to be viewed 
more broadly, and now infuses many areas of national life in which It previously 
played little or no role. The basis for this change has been the broadening by 
preservationists of their concept of properties worth saving, as the result of a 
more sophisticated perception of our past and the advent of new Ideas about 
why and how old buildings may be saved. 

Attention is still paid to monumental sites and Structures. But the movement 
now emphasizes attention to a variety of properties reflecting all aspects of our 
heritage ; a working class residential district In an old mill town ; an area asso- 
ciated with a particular ethnic group, such as San Francisco's Chinatown, or 
the Greek fishing villages around Tampa Bay In Florida. Likewise, sites impor- 
tant to newer fields of historical inquiry, such as medicine, technology, and 
urban planning, may be regarded as legitimate objects of preservation concern : 
the laimching pad from which originated man's first flight to the moou, or the 
unique town plan of 18th-century Savannah. The saving of groups of properties 
has also become Important Historic districts — which may encompass the bulld- 
li%s and archeological sites of a sprawling farm community that survive un- 
spoiled from an earlier time or the early skyscrapers In Chicago's famous loop — 
are now given the same attention as that previously reserved for the single 
landmark property. The relations of sites and structures, their esthetic harmony, 
or the way they all perform complementary roles In some overall function, are 
now seen to be important aspects of our physical heritage, which in turn has 
been recognized as playing a major role in the overall quality of life in America, 
Thns, for example, preservation now pays greater attention to neighborhoods 
where architectural unity or strong cultural patterns give an area rare charac- 
ter, and where the Intangibles that stamp the area make the value of the whole 
greater than tiie sum of its parts. 

Uodem preservation philosophy has also been marked by growing awareness 
of the importance of historic properties as resources ttiat can be turned to prac- 
tical use. One of the more exciting discoveries, for example, has been that of 
the economic potential of such properties. Throughout the United States, it is 
now common to flnd historic areas, once declining as tastes and living patterns 
shifted, revived as shopping complexes, tourist attractions, and Innovative office 
or residential centers. In these instances, preservation has created jobs, revlt^- 
laed downtown areas, attracted out-of-town Investment, and brought extra tax 
dollars to the local treasury. In many cases there has also been a saving of 
energy and raw materials. The public has discovered that rehabilitation of 
existing buildings can meet our nation's growing need for additional housing 
unite and commercial etrnctures, and can lessen the need and the costs of con- 
atrncting anew. Frequently, old buildings use less heat and electricity. Betaining 
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old atructnns also aroUla tbe waste of energj and raw materUJs that wooK 
result CTom demolition. Similarlr. renae of nelghboiltooda makes It poaalble to 
take advantace of eXttOag ntUities and services already in place. 

Economic beueAts and savings of energy tkave not been tlie onlf iwactlcal 
remits of historic preeerTntion. Another recent development has been grawlnc 
recoKnidon of the role preservation can pla? in creating more orderly, mora 
faarmonloua communities, an idea which reflects the growing awareness among 
planners of the social benefits to be gained by Btructures and commnnitles tint 
exhibit a human scale and sense of continuity with the paut. Preservation now 
^ays a role in land~uae planning, an increasingly important activity as the 
population grows and our activities as a people require more orderly use nt 
available ^pace. Thus, It la not imusual to find localities preserving and rejura- 
nating tbeir Victorian commercial or residential cores or their old conrthonsei 
to bring a sense of place and visual amenity to tbelr growing communities. 

Given these new opportunities to wed lilstorlc preservation to broader sodal 
and economic objectives, It is not surpriaing that more and more Americana 
have been attracted to the field. Where active snppori: for preservation was once 
limited to a concerned few, today one finds broad community support tor local 
preservation projects. Urban conservationists, residents concerned with neigh- 
borhood property values, high school students, ethnic groups, businessmen of 
aialn Street, mayors, city councilmen, and even real estate developers may 
<>ecome Involved. 

Increased public participation and recognition of preservation beneflts has 
led, in turn, to increased sophistication in techniques for achieving preservation 
•obJectlTes. These include legal tools, such as easements and aoning regulations, 
«nd Bnandal tools, such as tai Incentives and revolving loan funds. Together, 
snch techniques have made preservation a growing force in the profession^ 
community and in the marketplace. 

The broadening philosophy of historic preservation has been reflected in 
Congress, where earlier conceptions of preservation as a rather esoteric ^>ec1al- 
ity have been replaced increasingly by an awareness of the relevance of preser- 
Tatlon to all aspects of national life. 

Congress committed itself to the cause of preservation as early as 1906, when 
It passed the Antiquities Act, which estended protection over antiquities, mostly 
prehistoric and Indian sites on Federal property, and empowered the President 
to set aside portions of the public domain as National Monuments. Further 
commitment to historic preservation came with the creation of the National 
Park Service In 1916 and passage of the Historic Sites Act of 1935, which 
anthoriaed a comprehensive program for Identifying, preserving, and enhancing 
nationally important historic sites. The importance of Federal stimulus to the 
private sector was affirmed m 1S49, when Congress chartered the National Trast 
for Historic Preservation, which today has over 75,000 members. 

Then, in the National Historic Preservation Act of 1966, Congress took an 
Important affirmative step to strengthen the preservation movement. Enacted In 
response to the accelerated pace of historic site destruction bronght about by 
rapid social and technological change, the measure expanded the historic sites 
survey authorised in 1035 Into a National Register of Historic Places. The act 
also established the President's Advisory Council on Historic Preservation, and 
for the first time provided a degree of Federal protection and grant assistance 
for historic sites other than the nationally significant. In effect, the act extended 
the policy of historic preservation to every Federal agency and acknowledged 
Federal concern for historical values of State and local, as well as national 
significance. 

Throughout the 1960's and 1970'b, this broader view of preservation has been 
espressed by Congress. Through other grants programs, such as that of tie 
National Endowment for the Arts, also inaugurated in the mld-1960's, Congress 
further encouraged historic preservation by including preservation -re la ted 
endeavors among the activities eligible for funding. The National Environmental 
Policy Act of 1989 requires Federal agencies to evaluate and disclose project 
impact upon historical resources as part of their asse^.sment of environmental 
consequences of Federal actions. The Archeological and Historic Preservation 
Act of 1974 permits the use of project funds to mitigate adverse effects upon 
historic and prehistoric sites. Expressing the new and growing emphasis upon 
preservation through renovation and reuse and tipon preservation as a vital 
factor In the quality of American neighborhood life, the Emergency Home Pur- 
chase Assistance Act of 1974 allows use of low Interest loans to rehabilitate 
historic structures. The Housing and Community Development Act of 1974 lists 
historic preservation as one of the activities for which localities may earmark 
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tbeir ihare of Federal cornmunltr development funds. The dominant trend in 
ail of these seta b&s been an ever widening congresitonal atvarenees of the 
applicability of historic preservation to many areas of natloiiat life, beyond the 
iaoiaCed enahrinement oC a bntldlng or site as a memorial to the past. 

This trend mmdnues In the acUvitiee of the Firat Seselon of t2ie Ninety-fourth 
Gongren. One theme running through all the blUa described In this report le a 
comBiitmeiit to conttnuatlon and expansion of esUting programs, such as those 
Of the National Park Hervlce, and the grants programs of the National Endow- 
ment tor the Arts and the Naticmal Endowment for the Hmnanlties, both of 
wbitji assist historic preservation. Another theme In the legislation of tfbe 
Ninety-fourth Congress le the de^re to continue to stimulate private preserva- 
aon acUvtty, as evidenced by the matching requirements of most preeervatloa 
grants legislation and by tbuee bills that would give more planning grants to 
localitlea to stimulate survey of historic resources and increase citizen aware- 
ness of their possible uses. Some bills reflect the broader deflnlHons of cultural 
rcstfnrcefl that are currently espoused In the preservation movement. An example 
is the effort to establish a naticmal program for preserving American folUlfe. 

Several pending bills reflect the pragmatic application of new preservation 
concepts to current problems, both to enrich our surroundings and to achieve 
definable socioeconomic gains. One pending bill, for example, would stimulate 
reuse of historically or architecturally slgnlflcant buildings for Federal office 
.ai»ace. Besides saving the tmildlngs, the measure offers a number of Important 
fringe beneflts : savings of energy and raw materials, nse of job prodnclng con- 
struction methods, an Infusion of workers into economically declining inner city 
.areas, and a firm, visible commitment to stem the decay of many urban centers. 
Likewise, pending bills proposing rense of America's nbignltous railroad stations 
.offer an imaginative range of possibilities. L'nder the provisions of these bills, 
old railroad stations could become offices, commercial centers, or cultural centers 
— bubs of local activity prompting conservation of existing stroctures and eco- 
.nomic renewal of the sniTdundiiie area. In a Kluillar approach, abandoned 
railroad rights-of-way could become parks and recreational areas, bringing 
needed recreation focllitles to communities while serving as a reminder of the 
Impact of the railroad on the growth of America. 

The proposals to recycle historic resources are Indicative of growing eon^ 
gresslonal awareness of preservation as a means for attaining the objective of 
other national programs. Perhaps this idea la most readily accepted in the area 
of housing and community development. "Neighborhood conservation" — using 
the existing social and physical fabric to maintain a viable community — has 
been reflected In a number of legislative Items. Similarly, the House Committee 
on Banking, Currency and Housing has recognized that historic preservation 
has become sufficiently Important as an aspect of national housing and urban 
-development policy to justify a subcommittee, the Subcommittee on Historic 
Preservation and Coinage. 

The Ninety-fourth Congress, then, has before it a number of Important l^e- 
latlve Initiatives that promote historic preservation objectives. Followinc uv 
brief eummaries of these proposals along with notations of tlielz atatm at the 
opening of the Second Session. 

KEOEm' CONOSESSIONAL AOTIVITT 

Proposed oreaUon of National Historio Preservation Fund 

On January 28, 107B, 8. 327 was introduced by Senator Henry M. Jackson 
(D-Wasii.). Title II of S. 327 would amend the Land and Water Conservation 
Tnnd Act of 1965, as amended, and the National Historic Preservation Act of 
I960, as amended, to establish a National Historic Preservation Fund with 
revenues obtained from Ont«r Continental Shelf oil and gas leases, 

A similar bill, H.R. 2783, was introduced in the House on February 4, 1975, 
■IW Bepresentatlve Roy Taylor (D-N.C), with 24 cosponsors. Like Title II of 
the Senate hill. Title H of H.R. 2763 would amend the Land and Water Conser- 
vation Fond Act and the National Historic Preservation Act to establish a 
National Historic Preaervation Fund with revenues obtained from Outer Con- 
tinental Shelf oil and gas leases. The basic concept of the two bills Is Identical ; 
they differ primarily In the Edae of the fund. Where S. 827 would Immediately 
.antborlze $150 ndlUoD annu^ly for a grants program to continue until June 30, 
1979, H.E. 2763 would aut>orlEe k $75 million grants program for Fiscal Tear 
1976, $75 million for Fiscal Tear 1977, and $100 million for each flscal year 
Oiereafter until 1989. During the Ninetj-third Congress, l^islation to create a 
National Historic Preservation Fund was passed by the Senate {S. 8889) but 
jiot by the Bouse (H.B. 17846). 
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Having already passed the Senate in tbe Ninety-third Congress, the Senate 
bill moved ahead quickly. Hearings were held February 11, 1»75, with teatimony 
from a number of concerned preservation groups, Including the National Park 
Service, the Advisory Council ou Historic Preservation, the National Trust tor 
Historic Preservation, and Preservation Action, a private citizens' organlsiatlon 
formed to lobby on behalf of historic preservation. At its meeting of Aogust 8, 
1074, the Advisory Council had formally endorsed the concepts embodied in 
Title 11 of S. 327. On September 10, 1975, the Senate Interior Committee voted 
that S. 327, with amendments, be reported favorably to the floor of the Senate. 
Discussion on the floor of the Senate took place on October 29, 1975, and on tjie 
same date, the Senate passed the bill by voice vote. 

Hearings on H.R. 2763 were held July 28 and 29 before the Subcommittee on 
Parks and Recreation of tbe House Committee on Interior and Insular Affnlra, 
Organizations and agencies represented at the bearings Included the National 
Park Service and the Advisory Coimcil on Historic Preservation. Further meet- 
ings of the subcommittee were held October 21 and 28, I9T6, for markup to 
incorporate concepts emei^lng from testimony of the July 28-29 meeting. 

At present, the policy of the OfSce of Management and Budget is to withhold 
support of S. 327 and H.B. 2763 on the grounds that the bills might be 
inflationary. 

Bills coQtalning historic preservation provisions Identical to H.R. 2763 are 
H.R. 10570 and H.R. 11241, both pending in committee. 
Reauthorization of the Nationat Hittoric Preservation Act o/ 1S66 

It is expected that S. 327 and H.R. 2763, discussed above, will be the subjects 
of lengthy debate, since they propose substantial increases in the Federal his- 
toric preservation grants program, which currently operates with an authoriza- 
tion celling of $24.4 million. To assure continued operation of tbe program ft 
this authorization level, the Administration asked tliat appropriate legislation 
be Introduced. Accordingly, S. 1921, to reauthorize funding provisions of the 
National Historic Preservation Act of 1066, was introduced on June 11, 1975, bj 
Senator Henry M. Jackson (D-Wash.), at the request of the Secretary of tite 
Interior. The bill would continue the present historic preservation grants pro- 
gram for fiscal years 1976, 1977, and 1978 at the current $24.4 million autliorlza- 
tion, rather than the larger amounts of S. 327 and H.R. 2763 (see above). No 
bearing date has been scheduled. 
Tax incentives for historic preservation 

S. 667, the Historic Structures Tax Act, was introduced by Senator J, Glenn 
Beall (R-Md.), with eleven cosponsors, on February 12, 1975. An Identical bill, 
H.R. fa24, was introduced in the House by Representative Gladvs Spellman 
(D-Md.). on June 25, 1975, with eighteen cosponsors. Both S. 667 and H.R. 8224 
contain the historic preservation provisions of the Environmental Protection 
Tax Act that was introduced in the Senate In both the Ninety-second and 
Ninety-third Congresses. H. R. 6225, introduced by Representative Barber 
Conable (R-N.Y.) on April 22, 1975, is a complete re introduction, with only 
sl^ht changes in wording of the Environmental Protection Tas Act. H.R. 6^5 
contains all the provisions of S. 667 and H.R. 8224, but adds natural resources 
provisions making coastal wetlands eligible for the tax incentives as lilstoric 
structures. The bills would amend the Internal Revenue Code of 1964 to 
encourage preservation and rehabilitation of historic buildings and struc- 
tures used for the production of income (stores, residence rentals, office 
buildings and the like). Under the provisions of both bills, the owner of a 
historic property would be provided favorable tax treatment on rehabilitation 
expenses, through accelerated depreciation or short term amortization, while 
tas deductions presently granted for demolition of a historic strnoture and 
accelerated depreciation for new construction on the site would be denied. 
Clianges are also proposed for tax treatment of donations and bequests of Inter- 
ests In historic properties, such as easements. The provisions speclflcally define 
historic properties as those included in the National Register of Historic Places 
or located In a National Register district. 

During the Ninety-third Congress, a number of agencies, including the Advis- 
ory Council on Historic Preservation, were asked to provide analyses of the 
Environmental Protection Tax Act. These analyses were reprinted in the 
Congressional Record (Vol. 121, No. 20, Febmary 12, 1975). The Advisory 
Council will provide its analysis on request. 

S. 2021, introduced by Senator Robert Taft. Jr., (B-Ohio), on June 26. 1976, 
would allow a Federal Income tax credit for tbe costs of maintaining or restor- 
ing the exterior or structural soundness of historic buildings and stmctures. 
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The bill has apeciflcally been described by Senator Taft as a companion 
measnre to S. 067. Where S. 8S7 wonld provide incentives to preserve rather 
than demoll^ historic commercial structures, eepeclally those In urban areas, 
8. 2021 is aimed at providing tax deductions for costs of restoring, rehabilitat- 
ing, or maintaining all lilnds of historic structures. S. 2021 not only benefits 
commercial structures, but also nonbusiness buildings, such as private homes. 

H.R, 432, introduced on January 16, 1975, by Representative Hamilton Fish 
(R-N.T.), and a companion blU, S. 80, introduced on January 15, 1975, by 
Senator Charles McC. Mathias (R-Md.), would permit an alternate valuation of 
historic properties for Federal estate tas purposes. The biiis are aimed at pro- 
tecting areas on the edges of rapidly expanding cities, where development pres- 
sures cause rising land values, which make It difficult to preserve historic sites 
and structures. Because current estate tax laws require valuation based on 
potential for development, the resulting tax bill frequently forces sales of the 
property Just to meet this inflated tax burden. The pending legislation would 
allow a lower valuation for historic property, based on current use if the build- 
ing or property is preserved. Similar bills are : H.H. 536, H.R. 935, H.B. 1349, 
H.E. 3091, H.R. 3831, H.R. 4441, H.R. 5131. H.R. 5286, H.R. 5B96, H.R. 6955. 
H.R. 6966, H.R 7134, H.B. 7440, H.R. 7768, H.R. 7776, H.R. 8420, H.H. 8482, and 
B.a8625. 

Tax measures introduced in the Senate are referred to the Committee on 
Finance ; those introduced In the House to the Committee on Ways and Meaus. 
All of the tax bills described above are presently pending in committee, and no 
bearing dates have been scheduled. 
Reiuing old railroad ataHont and Tighte-ol-way 

S. 2056, to amend the Rail Passenger Service Act of 1970 to clarify programs 
for promoting re-use of railroad passenger terminals, was introduced b; 
Senator Vance Hartke (D-Ind.), on July 8, 1975. S. 2006 would authorize the 
National Endowment for the Arta to make and administer grants for planning 
cultnral projects taking place in railroad stations of historic or architectural 
algjiiflcance. Authority for such a grant program Is now placed in the Federal 
Railroad Administration of the Department of Transportation, as called for by 
the AMTRAK Improvement Act of 1975 (P.L. 93-496), which amended the 
orighial Rail Passenger Service Act of 1970. Supporters of S. 2056 feel that the 
present program for reusing old railroad stations would be Implemented more 
effectively If its cultural aspects were transferred to the National Endowment for 
the Arts. 

The AMTRAK Improvement Act of 1974 declared a policy of giving preference 
to using railroad stations of historical and architectural significance and estab- 
lishing a program to convert railroad stations into Intermodal terminals and to 
use the stations adaptlvely for nontransportatlon purposes. The act authorized a 
demonstration pro-am in which no less than three stations on the National 
Register of Historic Places would lie adapted as transportation centers. Funding 
la authorized at $15 million on a 60-^0 matching basis. An additional $10 million la 
authorized to fund the preservation of threatened stations pending the develot>- 
ment of re-use plans and to stimulate States, localities, and private parties to 
adapt railroad stations for intermodal terminals and/or civic and cultural centers. 
The Department of Transportation's supplemental appropriations bill, recently 
enacted Into law as P.L. 94-134, provides $5 million for the program. 

Hearings on S. 2066 were held July 10, 1975. before the Subcommittee on 
Surface Transportation of the Senate Committee oa Commerce. Agencies and 
organizations represented included the National Endowment for the Arts, the 
Department of Transportation, AMTRAK. the National Park Service, the 
Greyhound Corporation, and representatives of the city governments of 
Baltimore and Cincinnati. No date has been set for further hearings or markups. 

H.R. 1118, Introduced by Representative Thompson (D-N.J.), on January 16, 
1975, and a companion bill. S. 251, introduced by Senator Scott (R-Pa.), on 
January 21, 1975, would provide funds for making unused rail passenger depots 
available as cultural centers. Unlike the existing program, these bills would 
place the entire program under the direction of the National Endowment for the 
Arts. The bills are aimed at cultural activities that would relate to the Bicen- 
tennial. H.R. 1118 was the subject of hearings held October 31, 1S75, by the 
Subcommittee on Select Education of the House Committee on Education and 
Labor. No hearing date has been set for S. 251, which is pending before the 
Senate Committee on Labor and Public Welfare. 
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While tbe above measures are addressed to ra-uae of old rallioad stations, a 
related measuTe Is addressed to re-use of routes of railwi^ traveL S. ISTB, the 
"Converalon of Abandoned ttailroad Bights-of-Wa)' Act, was Introdueed on 
June 5, 1975, bj Senator Vance Hartke (B-Ind.), and referred Jointly to tbe 
Committee on Commerce and the Committee oa Interior and Insular Affairs by 
unanimous consent. The bill notes the Increasing use of blcpclea aa a means ot 
transport b; Americans, the simultaDeoos need for reductions of energy con- 
sumption, and the need of Americans for more opportunities for healui and 
recreation. The bill proposes that tbe Interstate Commerce Act be unended to 
allow the Federal Oovemment to establish a program through the Department 
of Transportation to acquire and develop abandoned railroad rlghtB-of-way as 
bicycle paths, through such devices as Inclusion in tbe National Trails System, 
transfer to State or local governments tor upkeep, and additions to Federal 
historic sites, parks, greenbolts, and wildlife refuges. The bill would auQioriz^ 
a program of grants to State govemments for tbe above purposes. 8. 1879 It 
now pending before committees. No hearing date has been set 
Federal offloe tpace in hUtotie tttttdtnut 

S. 865, the Public Buildings Cooperative tJae Act of 1&7B, was Introduced by 
Senator James Buckley (R-N.T.), on Febrnflry 27, 18TB. The blU would ptoWdfe 
enabling legislation for the General Services Administration to lease or purchase 
and rejuvenate older buildings and to convert those buildings Into Federal office 
space. The bill directs that GSA seek the asrfstance of the Advisory Council oh 
Historic Preservation in making an inventory of possible local renovation 
alternatives whenever GSA Initiates a survey of building needs. Tbe Mil Would 
also permit multluse or cooperative use of any Federal buUdiuga, old or new, 
for commercial, cultural, educational, recreational, or residential uses, in a way 
that encourage a more lively pedestrian setting In and around Federal buildings. 

On May IS, lOTS, hearings on S. 865 were held before tbe Subcommittee on 
Buildings and Grounds of the Senate Committee on Public Works. Federal 
agencies represented in testimony at the bearings Included the Advisory Council 
on Historic Preservation, tbe General Services Administration, the National 
Park Service, and tbe National Endowment for tbe Arts. Private organizations 
represented Included the National Trust for Historic Preservation and the 
American Institute of Architects. On July 31, 1976, S. 86S was favorably 
reported out of Committee with amendments growing out of suggestions made 
by witnesses at the May 19 bearings. Tbe bill as amended was sent to the floor 
of the Senate, where it passed on August 1, 1975, and was then referred on 
September 3, 1976, to the House Committee on Public Works and Transporta- 
tion. On the same date. Representative Bella Abzug (D-N.T.), Introduced H. B. 
6187, the House counterpart to S. S65. An identical blU, H.R. 11158, was Intro- 
duced on December 15, 1975, by Representative HamUton Fish, Jr., (H-N.X.). 
Both bills are pending before the Committee on Public Works and Transporta- 
tion, No date has been scheduled for House hearings. 
JJ.8. Military aulhoritti for preservation 

S. 1707, Introduced by Senator Hugh Scott (R-Pa.), on May 12, 197B, would 
aathorize the Secretary of the Army to preserve, restore, interpret, and main- 
tain properties listed In the National Register located on federally owned lands 
ut any water resources development project under the Secretary's control, juris- 
diction, and management It is questionable whether the National Historic 
Preservation Act of 1966 or any other statute provides the necessary authority 
for agencies such as the U.S. Army Corps of Engineers to expend funds to 
insure that historic resources are preserved and maintained, even though such 
agencies have been given responsibilities for historic and cultural resources on 
lands under their Jurisdiction. S, 1707 ts intended to injure that Federal agen- 
cies have the necessary authority to advance these objectives. S. 1707 baa befFU 
referred to tbe Senate Committee on Interior and Insular Affairs. No hearing 
date has been set. 
Land tue planning 

Several Important land nse planning measures are now pending before 
Congress. All the bills require inventory of important land resources, such as 
coastal areas, lands rich in raw materials, and bey agrictiltnral regions. Cultural 
and historic areas are specifically included with the aim of preventing inad- 
vertent loss or unnecessary adverse effect. Tbe bills also require that new 
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plamUng tgendoi be Mt up to anticipate future land nse needi and tliat t&e 
propOMlB of these atesciea b« illscusaed Id public fortima at local, State, and 
Federal levels. Oonaldecttioii of historic preaervadon factors is explicitly 
required of all tbeae agencies. The two bills being ^ven greatest attention are 
H.R. 3610, and ita alternate yersion, H.R. 0633, introduced bj BepreeraUUve 
Morris Ildall (D-Arlz.), and S. 9S4, Introduced by Senator Hearp U. Jackson 
(D-Wasl).). Tbongli baslcall? similar, the bills bare some important differences. 
H.B. 8B10, the Ijand Use and Resource ConserTation Act at 1975, aathorlies 
a grants program of (600 million to be paid to State governments over six years 
for tlie purpose of developing State land use progmms. Grants would be made 
on a 75 percent Federal, 26 percent State matching basis. Fnnds would be passed 
on to localities. States would not be required to participate in the grants 
program. Bten for States chooaing to part1c1i«te, wide discretion in use of 
ftinds would be allowed. The grants program would be administered by the 
Secretary of the Interior throngh a new agency of the Department of Interior, 
to be called the Office of Land Use Admlnistmtlon. A hey function of this office 
would be creation of a national Land Use Information Center, providing data 
which could be used by all States and localities. States would receive Federal 
grants upon submission and appro*al of any viable State land use plan, provid- 
ing that plan conformed to purposely broad Federal guidelines. 

S. 964, the lidnd Resource Planning Assistance Act, authorizes a grants 
program of $800 million to be paid to State governments over S years for the 
purpose of developing State land use programs. Grants would be made on a 
2/3 Federal, 1/8 State matching basis. Funds could be passed to localities. 
States would not be required to participate in the grants program. States 
ehooaine to participate in the program would be allowed wide discretion in use 
of fimds, except that detailed guidelines would be laid down for euei^ factlitf 
planning, and States would be speclflcally required to set up State land use 
planning agencies In addition to having a viable land use idan. The grants pro- 
gram would be administered by the Secretary of the Interior through an OiBce 
of Land Use Planning Assistance. In addition, an Interagency Advisory Board 
of representatives from Federal departments and agencies would advise in 
implementation of the grants program. 

H.R. 3610, the Land Use and Besource Conservation Act of 1975, introduced 
by Representative Morris Udall on February 20, 1976, was defeated on July 
15, 1975, when, after markup, tbe House Committee on Interior and Insular 
Affairs voted not to report the bill to the floor. Still pending la committee is 
H.R. 5633, an alternate version of H.R. 8610, which Representative Udall intro- 
duced on March 26, 1975, in anticipation of criticisms that led to defeat of H.R. 
8510. No hearing date has been set for H.B. 5638. 

S. 984. the Land Besoarce Planning Assistance Act, Introduced by Senator 
Henry M. Jackson (D-Wash.). on March 6, 1975, was the subject of hearinfEs 
held April 22-24, 1976, by tbe Subcommittee on Environment and Land Resources 
of the Senate Committee on Interior and Insular Affairs. No date has been set 
for further hearings or markups. 

In botli H.R. 8510 and 8. 984, State participation would bo voluntary. Another 
bill now pending, H.R. 684, introduced by Representative Meeds (D-Wash.), 
would enact tbe basic provisions of the Udall bill, but would establl^ sanctions 
as welL atatee not participating in the program would be declared ineligible 
to receive monies from the Federal Highway Trust Fund. 

Less broad in scope, but also important for historic preservation, are several 
measures now before Congress to set up planning guidelines for lands adminis- 
tered by the Department <if tbe Interior through the Bureau of Land Manage- 
ment (BLM). BLM lands have traditionally been the "castoff" lands In Federal 
ownership, such as deserts and marginal grazing areas not included in any man- 
agement system. However, they comprise 20 percent of America's land base and 
60 percent of ail federally owned lands. As land use in America becomes more 
Intensive, the demands upon these areas have become more complex, and need 
has been felt for a "BLH Organic Act," which would provide the agency with 
clearer legal authority. This Is the purpose of S, 607 and a similar bill, S. 1292, 
both Introduced by Senator Haskell (D-Colo.), and of H.R. 6622, introduced by 
Representative Seiberiing (D-Ohio). All three bills specifically require Inven- 
tory and protection of historic resources. Hearings on S. 1292 and S. 507 were 
held March 21 and May 15, 1975, before the Senate Committee on Interior and 
Insular Affairs. After further hearings on December 18, 1975, 8. 507 was 
ordered favorably reported with amendments and submitted to the full Sffliate. 
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No date for floor dlgcnsslon Has been set A copy of Senate Report No. Mr^SS'^ 
which accompanied S. 507, caa be obtained by writing to the Senate Document 
Room. No bearing date bas been get for H.R. 5622, which la pending before the 
House Committee on Interior and Insular Affairs. 
BUtoric pregervation and ttrip mintwj; 

Several bills now pendings in the House and Senate address the problem of 
fitiip minlDg In National Parlis. Recent public outcry agalnat exploitative 
mining by private firms in Death Valley, California, has been the chief stimulus 
for this legislation. Death Valley la one of five National Parks that currently 
have no prohibition against mining. 

The major House bill addressing this problem is H.R. 9T9Q, introduced Sep- 
tember 23, 1975. by Representative John Seiberling (D-Ohio), which was the 
subject of hearings held October 6, 1975, before the Sal>commlttee on National 
Parks and Recreation of the House Committee on Interior and Insular Affairs. 
The bill would prohibit all mining activities in all National Parks by Imposing 
a moratorium on further mining activities in affected parks and by repealing 
earlier mining laws that allow mining in parks. While the bill does not specifi- 
cally mention historic resources, it gives the Secretary of the Interior broad 
management authority to protect all types of resources within National Park 
boundaries from adverse effects of mining, H.R. 9799 is pending in committee, 
subject to further hearings. 

The Senate response to the strip mining problem, 8. 2371, was introduced 
September 18, 1975, by Senator Lee Metcalf (D-Mont.), with five cosponsors. 
Like H.R. 9799, S. 2371 imposes a moratorium on mining and repeals certain 
previously existing statutes affecting mining in National Parks. After hearings 
held December 16, 1975, before the Senate Committee on Interior and Insular 
Affairs, 3. 2371 was favorably reported with amendments and sent to the floor. 
An important amendment to S. 2371 extends Federal concern for the effects 
of strip mining on historic and natural areas to those privately owned proper- 
ties designated as National Historic Landmarks and natural landmarks. While 
no strict control is provided, the amendment, requires the Secretary of the 
Interior to request the Advisory Council on Historic Preservation tp advise on 
alternate steps that can be taken by the Federal Government to mitigate or 
abate such mining activity. No date has been set for consideration of 8. 2371 by- 
the full Senate. Copies of Senate Report No. 94-567, which accompanied the 
bill, can be obtained from the Senate Document Room. 
Iftcreased Federal support for cultural activitiet 

The President has signed Into law an important measure of the Ninety-fourth 
Congress having the aim of reviving American folk art 

The "American Folkllfe Preservation Act" was introduced in the House as. 
H.R. 41 on January 14, 1975, by Representative Frank Thompson, Jr. (D-N,J.), 
and in the Senate as S. 1618 by Senator James Abourezk (D-S.D.). on May 1, 
1975. After hearings in both houses, a revised version was passed and sent to 
the President as H.R. 6673. As enacted, the bill is Public Law 94-201, approved 
January 2, 1976. Copies may be obtained from the office of the Federal Register, 
National Archives and Records Service. General Services Administration, Wash- 
ington, D.C. 20408. 

The measure establishes an American Folklife Center in the Library of" 
Congress. The Center will provide resources, produce educational materials, and 
award grants to tiiose working in or studying American foldlore and crafts. 
The Center will be geared to those who create art as well as to scholars. Ftinds- 
also will be available to those producing and preserving folklife, such as pro- 
moters of folklibe festivals and demonstrations. The act authorizes $777,500 over- 
a three-year period to the Center. While the act is not oriented eiclnsively t<y 
historic preservation, it could presumably be used to assist such preservation 
activities as documentary recording of historic structures, performances and 
festivals at historic sites, and programs to stimulate old crafts and preservation 
technologies in fields such aa woodworking, metalworking, and glassmabing. 
"nie reports which accompanied the American Folklife Preservation Act (Senate 
Report No. 94r-527 ; Honse Report No. 94-273) can be obtained from the Senate 
and House Document Rooms. 

The "Arts, Humanities, and Cultural Affairs Act of 1975" was introduced to- 
Congress in May 1975. The act was introduced In the Senate as S. 1800 by 
Senators Claiborne Pell (R-ILI.), and Jacob Javlts (R-N.Y.) and In the House 
as H.R, 7216 by Representatives John Brademas (D-Ind.), and Alonzo Belt 
(R-Calif). As originally Introduced, the act proposed three broad actions: re- 
authorise and increase funding for the National Endowment for the Arts and' 
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the National Eadowment for tlie Humaaltlea ; provide for Improvement of 
museum services ttarougb Federal matching grants; and authorize Federal in- 
demniflcation of International cultural eihibitious. Senators Fell and Javlts 
-also introduced a second bill, S. 1809, for the Administration. It reauthorizes 
the Endowment but maintalna the present funding level for the nest three 
fiscal years— 1977, 1978. and 1979. 

Historic preeervation is only one of many cultural activltiee that would be 
affected by tlie Arts, Humanities, and Cultural Affairs AcL Nevertheless, cultural 
jirojects and museum activities have often proven to be Important complements 
to preservation. For example, National Endowment for the HumanitieB grants 
have supported seminars to teach the skill of interpreting the meaning of 
historic sites, and National Endowment for the Arts grants programs have been 
establlBhed to improve community awareness of the architectural heritage and 
urttan ambience. 

After heaHnga and revisions in both houses, the indemnification portjon of 
the Arts, Humanities, and Cultural Affairs Act was passed by Congress as H.R. 
9657 and Blgned into law (PX. 94-158) by the President on December 20, 1975. 
Bemaining portions of the original proposal dealing with funding reauthoriaa- 
tipn and museum grants are stiil pending for further hearings and continue to 
be referred to under the numbers uf the billa in which they first appeared (S. 
1800, S. 1809; H.B. 7216). 

S. 1800 and S. 1809 are pending before the Special Subcommittee on Arts 
and Humanities of the Senate Committee on Labor and Public Welfare. H.B. 
7216 is pending before the Subcommittee on Select Education of the House 
Committee on Education and Xiabor. 

Copies of P.L. 94-158 are available from the office of tbe Federal Regitter, 
National Archives and Records Service, General Services Administration, Wash- 
ington, D.C. 20408. Conference Beport No. 94-680, which accompanied H.R. 
9657, js available from the House and Senate Document Booms. 
Preterving older neig'htor'hoodi 

In recent years, Congress has witnessed a growing volume of legislation 
Addressed to the problem of providing decent residential conditions for city 
-dwellers. Increasingly, sncb bills bring together historic preservation in the 
more traditional sense and modern concepts of rehabilitation of existing housing 
stock and living areas. An example is H.B. 9233, Introduced August 1, 1975, by 
Bepresentative John LaFalce (D-N.Y.), and referred to the House Committee 
on Banldi^, Currency, and Housing. Although H-R. 9233 does not specifically 
use the term "historic preservation," the bill Is entitled the "Neighborhood 
Preservation and Behabilltation Amendments of 1975," and is intended to 
"preserve older urban neighborhoods by assisting units of general local govern- 
ment in carrying out neighborhood preservation and rehabilitation programs 
'Which . . . give reasonable promise that a suitable and stable living environment 
-will he restored or maintained." To carry out these preservation objectives, 
H.B. -9233 would amend the Housing and Community Development Act of 1974 
to authorize additional grants to local governments for projects targeted at 
neighborhood improvement. The bill would also amend the Housing and Urban 
Development Act of 1970 to provide for an expanded program of Federal 
mortgage insurance In neighborhoods worthy of preservation. The bill is now 
pending In committee, and no bearing date has been set 
MUKellaneoui Mils 

8. 647, Introduced by Senator Robert Taft, Jr. <B-Ohio), on February 11, 
197S, would establish a national pri^ram to provide for certification of historic 
bams and for tax credit for their maintenance. The biU has been referred to 
the Senate Committee on Finance. No hearing date has been set. 

S. 228, Introducd by Senator Edward Kennedy (D-Masa.), on January 17, 
1975, would establish a National Trust for the Preservation of Historic Ships. 
The bill has been referred to the Senate Committee on Interior and Insular 
AfFalrs. No hearing date has been set. In the House a simllBr bill, H.R. 8722, 
was introduced by Bepresentative John Murphy (D-N.T.), on July 17, 1975. 
The bill has been referred to the House Committee on Interior and Insular 
Affairs. No hearing date has been set. 

H.B. 11001, introduced by Representative Femand S, Germain (D-B.I.), on 
December 4, 1975, would provide grants for restoration of historic cemeteries 
or burial plots to States or political subdivisions of States and to private ovmers 
of such sites. The bill has been referred to the House Committee ou Interior 
and Insular Affairs. No hearing date has been set 
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BouM SttboomMittee on Hittorte PretervaHo* Mul eotMff* 

During the Nlnetr-thtrd Consresi, a nnmbei of coramttteea of tbe Hoiue of 
Bepresent&tlvea were reorganlwd. One pr<)dnet of Olia reorganUatton, In effect 
■lBe« tlia start of tbe Nlnetj-fourth CongreBS, is tbe new Subcommittee on 
Historic PreteivatlOD and Coinage of the House Committee on BacUdng, Cur- 
penc7, and Honaing, Chairman of the new anbconunittee la Bepreaentatlve- 
Bobert ftteidienB, Jr. (D-Oa). Other members of tbe snbcommlttee aie Bepre- 
sentative Oladrs Spellman (D-Md.). HepresentatiTe rrank Annunalo CD-Ill,), 
BetvesentatiTe Pbllip Hayee (D-Ind.), Bepresentatlve Mark Hannaford (D- 
CaUf,), HepreaentatlTe Richard Sohnlze (B-Pa.), and Bepresentatlve Albert 
Johnson (E-Pa.)- 

Ttae jurisdiction of tbe Subcommittee on Historic PreserTation and Coinage- 
is Btill being defined. This task ia difficult, since many activities related to 
historic preservation already fall under other committees. It is anticipated 
that the Jurisdictloa of the Subcommittee on Historic Preservation and Coinage 
will concentrate upon urban aspects of preservation. Including such matters 
as Federal Housing Administration property improvement loans under Title I 
of the National Housing Act, which can be used to finance the preservation 
of historic structures; community development block grant funds authorized 
under Title I of the Housing and Community Develoijment Act of 1974, which 
can be used to finance acquisition and preservation of historic properties ; Sec- 
tion 701 comprehensive planning grants to public bodies, which can be used 
to finance surveys of lilstorlc sites and Btructures; and other programs relating" 
to the preservation of historic houses, buildings, and other stmctuies not gen- 
erally within the jurisdiction of the National Park Service. 
8ouree» of addUioMi injormation 

For those wishing more information on historic preservation legislation and 
its status, tbere are a number of useful sources. A regularly updated Hating, In 
chart form, of Federal legislation In the field of historic preaervaUoa is pub- 
lifiied by the Advisory Council In Preservation Newg, the monthly newspaper 
of the National Trust for Historic Preservation, 740-748 JacksoB Place, N.W., 
Washington, D.C., 20006. Membership in the Trust, which includes a subscrip- 
tion to Pre»»rvatiiM Jfettrg, Is $10.00 per year. 

Oongressionat activity is monitored regularly by the Advisory Council on 
Historic Preservation, 1S22 K Street, N.W., Suite 109(>, Washington, D.C. 20006. 
Tbe Council keeps up-to-date on the status of historic preservation legislation 
and prepares analyses of particular legislative propoaals. Coides of these 
analyses are available on request. 

Copies of Individual bills and reports accompanyinr bills uanally can be 
obtained from the office of the Senator or Representative who Introduced the 
bill, or from the appropriate document room: Senate Document Room, U.S. 
Capitol. Waitalnxton, D.C. 20S10; and House Document Room, U.S. Capitol. 
Washington, D.C. 20010. 

Requests should include tlie number of the desired bill and the number of 
the desired report. Requests by mall need not include postage, but diaald 
include return-address labels. Telephone orders are not accepted. Reprints of 
hearings on Individual bills can be obtained from the staff of the committee 
before which the hearing was held or from the Senate and House Docnment 
Rooms. Dates and subject matters of hearings should accompany requests when- 
ever possible. Committee names should be given when writing uie docurarat 

Copies of Public Laws can be obtained from the office of tbe Federal ReaMer, 
National Archives and Records Service, General Bervlcea Administration, 
Washington, D.C. 20408. 

FaBLiMiKABT Repokt : "HoTTsiif o FORBCLOBUBEB AifD AvAmoBirarr ts Gautoktu" 



mSTITUTE FOB LOCAI. BELT GOVKKRMINT 

IntroiucHoti 

On Monday, March 10. 1975, the Commnnlty Development Committee of flie 
League of California Cities, Los AngeleB Division met to consider the problem 
of abandoned/foreclosed houses In Southern California and to dlscnsa HUD'S 
As-Is property disposition program. Committee and LA~LGO staff deiMed to 
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embaric upon a stadr ot tbls problem. The Committee requested the staff fnves- 
ttgate four major elements ol tbe problem : 1} Tbe procem of foreclosure and 
abaDdouaent in terms of actors, time frame, etc., 2) the extent of the aban- 
donment problem in Southern Callfomla; 8) the underlying causes of default 
and (oreclMore; and 4) programB and policies available to cities In response 
to tbe abandonment problem. 

Because tbe Institute for Local Self Government (ILSO) was already in- 
ToWed In a statewide studj of housing for the LGC, entitled "The Bole of 
California Cities in Housing", ILSO staff offered their aaaiatance to tbe League's 
LA office. Research Assistant Steve Young, cooperating with LCC stafFer Mike 
Scott and Pasadena Assistant City Manager Don Pollard, allocated the various 
assignments between them. This report represents that portion assigned to ILSG 
including: (1) llie foreclarare and abandonment process; (2) tbe extent of 
FHA-acquired housing in Southern Oalifornla; (8) theoretical dlscussiou of 
possible underlying causes of FHA program fallnre. 

Mike Scott was to prepare program and policy options for cities while Don 
Pollard was appointed chairman of a si^-commlttee looking at underlying 
causes of abandonment. 
Data tourcta 

Tbe extent of the abandonment problem researched thus far concentrates 
solely on FHA-acqulsitions. There are other agencies which have Information 
on the extent of tbe abandonment problem in the conventional financing sector, 
and they wiil be contacted In the nest phase of our research. These other 
acton include aavlnga and loans, banks, tbe Veteran's Administration (VA) 
and the Cal-Vet program. It should be pointed out that not all foreclosed prop- 
erties are nceegsarily abandoned, but abandoned units wilt be eventually 
f-oreclosed. 

nie IL36 staff would like to thank the Department of Housing and Urban 
Development (HUD) for providing acoess to their property Inventories In their 
Loe Angeles, Santa Ana, San Diego, Sacramento and San I^ncisco Area Offices. 

The datx for Southern California (statewide totals are also being accumu- 
lated and will be available In tbe near future) was obtained from the FHA 
Insuring Offices in Los Angeles and Santa Ana. The data shows tbe number of 
unite In FHA's Inventory as of Mandi IS, 1975. 
FBA marJcet mortyafe insurance and tulitMiged Aoustng program' 

In order to mate sense of the table, It Is necessary to understand the various 
FHA programs under which forecloHed and abandoned units were originally 
constructed, rehabilitated, and acquired. These include market bousli^ (non- 
Bubaidtsed) e.g. 203. special risk e.g. 221 and subeidiaed e.g. 285. 

The Natiimal Housing Act of 1634 as amendpd provides for in insurance of 
a wide variety of mortgage loans by the Secretary ot HUD. 

(a) BeoHon tOS o( the 1934 Act la tbe oldest of the FHA mortgage Insurance 
programs. It provides Insurance of mortgage loans to finance tbe purchase of 
one to four family new or existing homes. It was enacted as a depression- 
recovery device designed to restore the confidence of mortgage lenders by insur- 
ing them against losses from default. With the government Insuring the- 
mortgagft developers fonnd it easier to get Interim financing, tbe buyer could' 
purchase with a smaller down paymeat and ov» a longer maturity period, and 
tbe interest rate charged was below the convRitlonal rate by % to one point. 
Mortgage limits for a 203 loan have been Increased periodically as home prices 
have Inflated over tbe years and preswitly stand at ^,000 for single family- 
homes. 

Section 203 was largely responsible for tbe building of suburbia and was 
designed for the middle class bnyer. It now accounts for 60-60% of all FHA- 
insured mortgages. The bey section of the 203 program states that "no mortgage- 
should be acc^ted for Insorance under this section unless tlie Secretary finds 
that tbe project to which the mortgage is executed Is economically sound." 
This "economic soundness" criterion Is said to preclude the availability of the 
203 program for low-Income mortgagors or declining inner-city neighborhoods. 

(b) Section 221 added In 1954, was designed to assist low and moderate- 
Income families and displaced families. Tbe 221 program permitted home pur- 
ehases -with a |200 minimum down payment and had a 40 year mortgage 

> Smree : "A MortnK« I^arMliMare Prlmw," By David Madway, OleaHnpAMM KeH«w; 
9nly, August, HaTOnber, lftr4. 

Digitized OyGOOgIC 



116 

matorttf, compared to 30 years for 203 mortgages. Slost Important, tb^re was 
no "economic Boundneas" criterion. Tbe mortgage limit on slugle-famllr homes 
under tbis program was $18,000 (221,000 in high-cost areas). This was to 
ensure tbat low-moderate income families bought homes priced within their 
.ability to pay. 

(c) Section 2S5 was added in 1968. This was an attempt to help low and 
moderate Income families purchase new, rehabilitated, or existing homes by 
providing both mortgage Insurance and »«b«idieg which would reduce the 
^Ing market interest rates. 

The subsidies were In the form of periodic payments to the mortgagee ia 
behalf of the homeowner in an amount necessary to make up the difference 
between 25% of the fQmi1]''s income and the required monthly payments under 
the mortgage. This subsidy had the effect of reducing the interest rate to as 
low as 1%, depending upon family income levels. 

Section 234 was added to the Act in 1961 and provided mortgage insurance 
to purchasers of condominiums. Individuals were allowed to own up to four 
FHA-insured condominiums as tone as they lived in one of them. In certain 
cases (e.g. see data on Fontana Tillage below) condominium projects were 
constructed under 234 commitments, and then sold to low-moderate income 
people under 203 or 235 financing. This technique ("piggy-bacliing") must be 
Icept In mind while analyzing the data displayed below under 234 (market rate). 
Summary and Analvsis of L.A. Area Data (See Tables I, II & III, p. 6, 11-17) 

As of March 12, 1075, the Los Angeles Area Insuring Office of HUD had 3,874 
foreclosed single family homes in their inventory. Of this total, 100 were in 
Ventura Cotmty; the remainder (3.T74 units) were in Los Angeles county. The 
City of Los Angeles accounted for 1,395 of these units (37%). Compton had 758 
HUD-owned units (20%), and Pomona had 462 units (12%). Seventy-three 
other cities within the country accounted for the remaining 1,162 units. The 
heaviest concentration of units was in the south-central section of Los Angeles, 
where 1,084 units accounted for 78% of that city's total. 

In Ventura Connty, there were 100 abandoned units. 62 in SIml Valley, 22 in 
Oxnard and 16 in Thousand Oaks. Eern County had 132 total units in inventory, 
with the City of BakersSeld containing 98 of the total. Orange County had only 
53 abandoned units with 34 in Santa Ana and 14 in Huntington Beach. 

Riverside County, with 406 units, had most of tlie units contained In the 
City of Riverside (241) with scatterings in Banning (33), Coachelia (25), Indio 
<32), and Perrls (20). San Bcmadino County had a sizable inventory (1,172 
units) contained in four major cities; San Bemadino (498), Fontana (206), 
Kialto (114) and Bloomlngton (104). 

There was a marked contrast between the "urban" and "rural" counties as 
to the FHA program under which foreclosed units originally were Insured. In 
Los Angeles city and county, the vast majority of HUD-acquired units orig- 
inated from the 221 program: seventy-ais percent of the uulta in south-central 
L.A., 71% of the city total, and 66% of the connty total. The 203 program 
accounted for 21% of the county total and the 235 program accounted for 7% 
of tiie total. In Orange County, the figures were 20% (203), 64% (221) and 
24% (236). 

The outlying counties of Southern California experienced a different pheno- 
menon. Whereas L.A., and to a lesser degree. Orange County, wre dominated 
by Section 221 foreclosures and FHA acquisitions, the bulk In Kem, Riverside 
and San Bemadino counties were from Section 235 mortgage subsidy program, 
followed by the Section 203 "market" program. 

Ttie following table shows the percentage distribution of HUD-acqulred 
properties In the Los Angeles area. 

TABLE l.~HUD ACQUISITIONS BY FHA-INSURIHG PROGRAM 

Pamnl ot county tulil (wrcant) pracrtm 
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special Mention sbonlA be made of a few unique Bituatlons In certain cities 
that account for a sleniflcant number of HDD-Rcquired properties; 

Lancaster. — has 70 acquired units from the 235 program. These are from two 
subdivisions which consisted entirety of 2S5 units (Trend and Pine Tree 
tracts). In part, buyers were tempted both by attractive 235 financing and also 
predictions that the Lancaster subdivision was about to "hooin" with the 
nearby construction of a large airport, and Introduction and expansion of 
Lockheed Aircraft Corporation facilities. 

Xewburv Park. — A condominium project (234) failed with HUD acquiring 
nine on Its. 

Montana Village. — A Planned Unit Development (PUD) project consisting of 
80 condominiums built in 1971 was entirely 235 financed and failed soon after 
constrnction. The failure of the project Is attributed to both an unscrupulous 
realty company and an Inexperienced homeowners association. The result Is 
that TT of the 80 units went into default and are now owned by HUD. 
Age of structure 

In South Central Los Angeles, the age of HUD-acquired properties varies 
greatly. In a random sample taken of the Inventory in that area (N-60), 55 b 
were estimated to be built before 1935. Another 23% were built prior to 1952, 
with the remainder built since then. The range of building age was from 1014 
to 1972. 

The remainder of the HUD-owned units in Los Angeles county were substan- 
tially newer than South Central Lus Angeles. Most of the units sampled In 
Pomona and Baldwin Park were built In the mld-19C0's. while those in Long 
Beach are slightly older. Those houses which HUD owns In Compton are older 
still, reflecting their more central locations; 26% of the Compton sample were 
built prior to 1840, with the vast majority being constructed in the late 40's and 
early 50's. 

Those houses which make up the Inventory of the Santa Ana Insuring Office 
are substantially newer than their counterparts in Los Angeles. For the moat 
part, this is because the San Bernadino-Riverside-Fontana area was developed 
much later than Los Angeles. Although the range in San Bernadlno is nearly 
as great as L.A. (1025-1972), only 5% of the sample of HUD-owned nnits were 
bnilt prior to 1935 ; 17-7^ were built between 1935 and 1952, 48% between 1952 
and 1965. Fnlly 30% of the acquired units in San Bemadino were built after 
1985. The Delman Heights subdivision in San Bernadlno was built between 
1951 and 1957. In nelgbborlng Bloomlngton, the proportion of acquired houses 
less than 10 years old approaches 70%. 

In Fontana, the age of acquired structures varies between 1950 and 1972. 
Forty percent of the sample was built between 1950 and 1965, the remainder 
since 196D. Riverside returns sbow some similarity with San Bernadino's; 16% 
of the acquired units In the sample were built prior to 19~i2, 48% between 1952 
and 1970, and 36% since 1970. 
Repair 

There are a few nnits on which HUD Is doing substantial rehabilitation. 
More often than not, the only "repairs" done on any unit sold as-ls are security 
measures — -boarding up windows, emergency maintenance, and resecuring. Such 
minor work is liable to cost HUD $4,000 a nnit. Where there Is substantial 
r^abllitatlon undertaken, It usually Includes total remodeling of the plumbing 
and electrical systems, roof repair and termite work In addition to security and 
maintenance costs. These extra works usually adds on $5-7,000. It should be 
noted that most abandoned units have to be resecured several times, since 
vandals invariably find a way to break into abandoned houses. Each time a house 
has to be resecured, it costs at least $500 (twice as much if screens are used). 
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TABLE tll.-NUMBER OF HUO-OWNED PDDPERTIES, LOS ANGELES AREA OFFICE, BY CITV, BY I>ROGRAM-C(Ht„ 









iiurano* mvm 








MiTl 


cat-(als 


Hi^ liik 


Subildiiod 




City/cwnly 


203 


234 


22! ZZl 


235 


Totil. 


na^ 








2 




















5 






















































































































Tolal.___ 


M 




B 


B9 


132 


'"'"s,SjrG*!;«, 




















T 






















6 














Totil 


11 




29 


13 


S3 


inv«n^iil«C«jnty: 






... 


1 

1 

2 
































SSS."".?."."^-.:::::;:::; 
























































.1 


































j""tjfc^viinv;::::::::;; 








3 














105 






!10 












Sin Gsmardino County: 

Adelinto 






, 






SrK-'v ::::■■ 






..... 1 


12 

76 


ir 


















































11 












































































1 
















































































7 






i 




?:K::::::::::::::::::::: 








sar*- 






::::: i 
















1 T 




























Tot»t 


3fiS 


21 


3 2S7 


SZfi 


1,17? 



Diai.zodBjGoogle 



FOBECLOBUBE FBOCEBB IS CAJJFOBMU 

l.Oaieral 

Unlike many states, California housing: sales are completed primarily noder 
deeds of trust ratber tlian mortcaKes, Deeds of trust differ from mortgages 
^tb respect to (a) tbe parties involved, (b) title document, (c) application of 
the statute of limitation, (d) remedy for non-payment, and (e) redemption. 

In a mortgage sale there are two parties— tlie mortgagor, who borrows the 
money, and the mortgagee, who lends the money. In a deed of trust, there are 
three parties; the trustor who borrows the money (buyer), the beneficiary who 
lends the money (banker), and the trustee who holds the title as a security for 
the obligation owed the lender. (Trustees are usually Title Insurance and Trust 
companies or subsidiaries of Commercial banks or Savings and Loans |, Under 
California law, the trustee can sell the property for the benefit of the beneflclary 
(lender) if tbe trustor (buyer) should default. This is termed the "power of 
private Bale." 

If a payment is missed under a mortgage, the only recourse a mortgagee bas 
is foreclosure by lengthy court action. But with a deed of trust, the beneficiary 
has tlie option of either foreclosing by court action, or having the trustee sell 
the property, a much shorter, lender-oriented process. In a mortgage sale, the 
mortgagee (buyer) baa one year after foreclosure in which to redeem tlie 
mortgage and property. Under a trust deed, the trustee's sale is final and 
irrevocable. Trustees need wait only a minimum of four months after the time 
a notice of default is filed to sell the property. 
2. Forecloture proceta (see chart 1) 

When a borrower fails to make two or three payments on a deed of trust, 
the beneficiary (lending bank) notifies the trustee, and the sale of property 
begins. Upon receiving notification of a trustor's default, the trustee obtains 
from the beneficiary a statement showing the following: (1) The unpaid balance 
oil the obligation ; (2) the amounts of periodic payments, if any ; (3) the date 
on which it is due in whole or part; <4) the date to which real estate taxes 
and special assessments have been paid ; (5) the amount of Insurance in effect, 
in terms and premium; and (6) tbe amount In an account, if any, maintained 
to accumulate funds with which to pay taxes and insurance premiums. 

The trustee then files a notice of default with the county recorder or clerk In 
the county where the property is located (Section 2924 of California Civil Code). 
This notice must be filed at least three months (90 days) before notice of sale 
is ^ven. The notice of default contains; (!) Names of trustor, trustee, and 
lieneflciary; (2) identification of property involved; (3) statement that breach 
of obligation has occurred; and (4) Statement that trustee has elected to pro- 
ceed under his power of sole. 

Within ten days of the filing of the notice of default, all persons who have 
so requested must be notified by mail that the notice has been filed. If no 
request has been filed, then the notice of default must be published once a 
veek for four weeks In a newspaper of general circulation in the area. 

At any time during this 90 period, the trustee can stop the foreclosure pro- 
ceedings by paying to the beneficiary all the money due up to that date plus 
half a point (.5%) on the unpaid balance and any costs Incurred by the bene- 
ficiary. After the 90 day period, the trustor (buyer) must pay off the entire 
loan plus costs in order to avert the sale of the property. 

Assuming that the trustor (buyer) does not make the necessary payments 
and the three months has expired, the trustee then publishes a notice of sale 
once a week for 20 days in a general circulation newspaper. The notice is also 
posted on the property and in one public place (either city hall or the title 
insurance company). The sale can be postponed by tlie beneficiary if he feels 
the trustor may come up with the payments. 

At the time and place of sale specified in the notice of sale, the property is 
then let to bidding. The beneflclary usually enters the first bid, of the amount 
-due him. There is a distinct bias towards the beneflclary repurchasing the 
property for the amount outstanding plus interest and sale costs. All others 
must bid in cash ; the beneficiary may bid the outstanding deed of trust. Bidding 
then continues by all those in attendance until a high bid is declared and 
accepted 1^ the iruatee. 
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S. FHA properly aoquiHtkma 

If tbe loan 1b Inmred by FHA, FHA Is obligated to par off thtt nnpald balance 
to the trustee, who pays off the lender. Title Is then passed from the beneficiary 
to the trustee to HUD. Thia havens tn tie majority of FHA cases, especially 
those properties In poor condition or "rlBky" neighborhoods. If the FHA insured 
property Is particnlarl; desirable, the trastee Is liable to pay off the bmeflcUry 
Itself and take title, and then tnm around and resell It. 

(It should be noted that In a rising real estate market there are al^lOcant 
incentlTes to foreclnsnre, the most slgnlBcant being that the property Is re- 
financed at higher interest ratea) 




1. General 

After HUD has acquired title, the next phase (property dtspositloa) Is begun. 
The first thing HUD does is to see that the property is secure. Supposedly, it Is 
the duly of the beaeflciary or his agent, the trustee, to secnre the property after 
title !s acquired. In HUD parlance, "secnre" means that the unit Is vacated, 
cleaned up, and fortified against vandals. (Typically, HUD uses plywood to- 
board up all entrances into a unit and, iust as typically, vandala find a way fa. 
Because of this and because of boarded-up windows are an irritating eyesore, 
HUD is considering shifting to more expensive security screens.) 

In most FHA-acquisitloc cases, the responsibility of securing properties is. 
assumed by HUD, since title is Ukely to pass from the trnstee to HUD rather 
quickly. No measures can be taken to secure a property until title is acgatred. 
Some mortgagees have secured in advance of foreclosure, but this is considered 
legally risky. 

If HUD receives a property that is secure, it will reimburse the trustee. If 
the unit Is not secure, it becomes the responsibility of HUD's Area Managers, 
for property disposition to do so. An Area Ms^ger Is an individual who con 
tracts their services to HUD, and whc^e main Job consists of securing and main- 
taining and repairing HUD-acqulred properties. (The precise duties diOer 
between HUD Area Offices.) 

HUD has several options that may be pursued in achieving its goal of fast 
disposition at high rates of return. HUD baa basically two options they may 
pursue: They can sell repaired units, or they can sell them as-ls (without- 
repair). 

These options can be further delineated as follows : 

A. HUD Repair and Sale 

1. Substantial rehab by HUD under contract with the Area Manager and sale 
with guarantee of mortgage insurance and one year warranty. This can be- 
done on elthei- an Individual or hoUe basis. 

2. R^alr by buyer, with commitment from HUD that a warranty and mort- 
gage insurance will be provided as long as the unit is brought up to code la six: 
months. 
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S. Limited repair by HUD with no commitmmt of mortage ioBurance or 
warranty. This ia nsuallf done after a property fat^ to sell as-ia. 

4. Direct purchase monef mortgage — HUD would finance purchase by second 
owner, who would finance repairs. Mortgagee would be paid when liouse is sold. 
The unit would be eligible for mortgage insurance on proof of adequate repair. 
The second owner would be required to put 10% down. 

B. Ai-It Bale 

1. Property sold as-ls, straight cash, on a high bid basis. No mortgage insur- 
ance Is provided, and no warranty Is offered. 

2. Ab-1b bulk sale of property with condltltHial guarantee tbat mortgage 
Insurance woald be available If repaired to local code and HUD Gtandards. 
Beliabllltatlon and resale would be by a second party. 

In September of 1974, citlnff increasing losses to the FHA Mortgage Insur- 
ance funds, HUD shifted their policy vls^-vls acquired properties. Whereas 
HUD had traditionally repaired and soud acquired properties, the Crawford memo 
<HH 74^7 attached) outlined the switch to afi-ls sales as the chief property 
disposition technique. 
Detailed Bwplatmtion of Aa-It Frooram 

For the vast majority of properties, HUD is trying to sell them on an as-ls 
basis with no repairs, no warranty, and no mortgage Insurance. The calcula- 
tions used in deciding which option will be used in property disposition Is pre- 
sented In the following table. 

(When offering units for bnlk sale, HUD decides on the fair market rate by 
means of a formula that subtracts from the total yalne of the repaired unit 
the cost of repairs, cost of management, holding costs, and vandalism costs.) 
Once HDD acquires the title and secures the properly, they estimate it's 
repaired value on the open market and the cost of the repairs. Unless the value 
of the repaired house exceeds that of the as-ls honse by a substantial margin 
(enough to cover costs of rehab and holding costs), BUD will not repair It, bat 
try to sell It as-ls. 

Alter HUD acquires title, a decision is made as to which program will be 
utilized In the disposition of the unit, "Where neighborhood characteristics or 
other pertinent factors do not rule out as-ia sales, maximum use will be made 
of such sales based on the greatest comparative dollar return to the mortgage 
insurance fands. Where the estimated net dollar return from an as-ls sale is equal 
to or greater than tbat estimated from an Insured sale, or from razing of the 
property and sale of the lot, the property will be programmed for as-ls sale". 
(See Appendix l, Section 1, Paragraph SB.) 

The following formulae will be utilized in estimating the greatest net dollar 
return for as-ls sales, insured sales, and sale of vacant lots after razing of 
properties. Where razing of the property and sate of the vacant lot Indicates the 
greatest net recovery, the property will first be listed for sale as-ls as set forth 
In this notice. 

CALCULATIONS TO DETERMINE GREATEST MET DOLLAR RETURN FOR PROGRAMMmG CONSIDERATIONS 
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The intent la clear that the primary disposition technique is to be as-la sales. 
Bven "wliere rasing of the property and sale of 'the vacant lot' indicates the 
greatest net recovery (to HUD), the property will first be listed for sale aa-Ia 
as set forth in this notice." (See p. 9 of Appendix I) 

Acceptance ot as-ia sales offers are based on the highest offered price above 
a stated minimum acceptable price. These offers are on a seaied-bid basis. 
Purchase offers are made first to owner-occupants for a period of 10 days. 
After the 10 days of listing for owner-occupants, and if no acceptable bid has 
been received, HUD then offers the units to investors, primarily real estate 
brokers, for a second 10 day period. The second set of bids are then opened 
and the property is sold to the highest bidder. 

Between 80 and 90% of as-is sales go to brokers, who are then free to re-sell 
them or rent them. Some are sold to so-called owner-occupants. A recent Cali- 
fornia Court decision ruled that a house could be sold to an owner-occupant 
who would sleep in the house for one night, then move out nnd dispose of it 
anyway he deems lit. Although this is permissible, HUD Is likely to become 
-aware of such manipulations nnd decide not to deal with these people again. 

According to an internal HUD memorandum, the priorities for techniques 
at property disposition are: 

1. For the majority of properties sale as-is with no warranty and no FHA 
mortgage insurance. HUD will sell properties individually on a bid basis with 
first offering to homeowner occupants and tlien to any purchaser. The local 
building department will be notified upon sales closing. 

2. For a small percentage of properties bulk sale of properties in groups of 
jnore than one on an as-is bid basis. HUD will provide a conditional commit- 
ment that, in general, if tlie property Is repaired in compliance with state and 
local codes within sis months HUD will insure a new mortgage loan. This 
method will be used primarily on properties that do not sell individually as-is. 

3. For a small percentage of properties auction of properties individually 
as-is to the highest bidder. This method will be used primarily for hard-to-sell 
properties such as lots and multiple nnits previously offered for sale. 

4. For a small percentage of properties repairs of tlie properties by HUD 
directly letting contracts (i.e., bulk rehab). Repaired properties are sold Indi- 
vidually with FHA mortgage Insurance (guaranteed and warranty). 

5. Special programs on a limited basis (Property Release Option Program, 
Direct Sale to Local Government on a Negotiated Basis, etc.). 

If the units do not sell under either the as-is or bulb rehab options, HUD 
■will, out of necessity, offer them as an insured sale. Chief Property Officers 
must provide data showing that the return from an Insured sale Is significantly 
higher than an as-is or limited repair sale, high enough to cover costs of 
repair, holding costs, vandalism costs and underwriting and assessment costs. 

A fourth approach Is the razing of a structure and sale of the vacant lot. 
Again, the property must be offered first to owner occupants and investors. 
HUD acknowledges some of the problems cities might face in having vacant 
lots In neighborhoods (blight, loss of tax revenue, etc.), and calls for coordi- 
nation with local governments, in the hopes that local governments will offer 
to purchase the properties on a negotiated sale basis. "However, timely dis- 
position of properties must not be delayed pending development or implemen- 
tation of state or local community planning." (Appendix I, Section lid) 

Another HUD program for disposing of properties Is the Property Release 
Option Program (PROP) by which certain properties are offered to local gov- 
erments for $1.00, These properties must be of minimum or negative value. 
(Negative value units are those whose cumulative holding costs, security costs, 
et^-. exceed any potential sales revenue.) The new regulations set a $2,000 limit 
on minimum value. By and large, these properties were those that were so 
■badly deteriorated. HDD could not sell them on the open market. HUD be- 
lieved that the PROP program offered unifine opportunities for urban home- 
steading, mtnl-parks, land banking— virtually anything cities wanted to use 
the land and/or units for. The basic problem was that once cities accepted 
the properties, they also accepted the expense of repairs, lost revenue from 
property taxes, and security costs. Because of these problems, cities nave been 
reluctant to pick up these "bargains". In ail of Region IX of HUD (California, 
Nevada, Arizona, and Hawaii), less than five units and/or lota have been 
transferred under the PROP program. 
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Section 3 of tbe Crawford memo {Appendix I) lays out tbe aa-is sates policy 
wltb regards to ueigliborliood characteristics. "Although IochI considerations 
will be the overriding factors in individual neighborboode, generallp , as-ls sales 
are compatible with (or will not have an adverse effect on) stable neighbor- 
boods, upward transitional neighborhoods, or already blighted neighborhoods. 
CoaverBely. caution should be used In utilizing as-is sales in downwadd transi- 
tional neighborhoods where the threshhold for tipping Into a blighted condition 
may be exceeded." Region IX of HUD takes a stronger stance, saying that as-is 
sales are not allowed in deteriorating neighborhoods. The following is HUD'a 
definition of these different kinds of neighborhoods : 

DEFIHITIOHS FOB ACQCIBBD PBOPERTT 



1. Stahle neighborhoodt. — This category includes both new and older neigh- 
borhoods which are maintaining their original residential use, desirability, 

viability and relative property value levels. Tims, older stable neighborhoods, 
altbongh at less desirability and level of value than when new, are maintain- 
ing these elements relative to the age of the neighborhood. Visible manifesta- 
tions are: low or nonexistent vacancies; good general overall maintenance of 
property; good markets for property sales; and a willingness of Investors (in- 
cluding owner-occupant purchasers) and lenders to deal with properties In 
the nelghbohood. 

2. Upward trantilional neighhorhoodg. — This category includes: (a) neigh- 
borhoods previously classified as stable which are improving their desirability, 
viability, and relative property values; and <b) neighborhoods which have 
previously suffered decliues in desirability, viability and relative property 
values, but which are improving these features. Visible mnnifestallons Include 
Improvements over recent periods of time in : the maintenance of property 
conditions, Including repair and rehabilitation; the firmness of the sales 
market; and the willingness of investors (Including owner-occupant pur- 
chatiers) and lenders to deal with properties In the area. May also include 
trends toward return to residential uses where such uses iiave declined. 

3. Downvjard tran»\Uonal neighborhood g. — Tlii.'i category includes neighbor- 
hoods, both new and old, wlieie factors bearing on the area are resulting in a 
lessening or decline of desirability, viability, and relative property values. 
Visible manifestations may Include several of tbe following: an evidence of 
decline In property maintenance; Increasing vacancies and/or conversion to 
nonresidential uses; some boarding up of properties; Increasing housing code 
violations, including overcrowding; decline of public services: and a noticeable 
tendency toward economic disinvestment by investors (including owner- 
occnpant purchasers) and lenders. 

4. Blighted neighborhoodt. — This cat^ory includes neighborhoods which have 
suffered near total economic disinvestment by investors (Including owner- 
occupant purchasers) and tenders, and have lost continued vialiltity as a resi- 
dential area by virtue of : substantial encroachment of commercial or Industrial 
use: general neglect of property maintenance and resultant severe property 
deterioration ; Increased vacancies and/or overcrowding of occupied residential 
dwellings; widespread violations of dwelling codes; Inadequate public services; 
a substantial declining of the general ievel of property values ; and a soft or 
reduced market demand. Other symptoms may include building abandonment; 
razed properties ; fires and other serious property damage which has not been 
repaired : and hign rates of vandalism and crime. 

As-is sales of acquired units In eitner of the first two neighborhood categories 
(mostly Section 203 acquisitions in [be suburbs) do not pose any threat. As 
our data shows, most HUD/FHA acquisitions, however, tall into the latter two 
categories, deteriorating neigliliorhoods in the "inner"' city. 

The line that HUD has drawn between "blighted'' neighborhoods (where 
"caution" is to be used in making use of as-is sales) and "downward transi- 
tional" neighborhoods, is both vague and unclear. Discretion Is left to the 
individual Area OflBces to appropriately define the various neighborhoods. 

In most cases. HUD has decided that most neigh ))orhoods with sizable nnm- 
bers of HUD-acqulred units are already "bllgbted' (virtually be.vond salva- 
tion) rather than merely "downward trnn.'sitlounl '. Further, cities don't always 
agree with the IIUD definition. This is evidenced by the fact that Oakland 
71-SOO— 70 
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Kqneated a 90 dtj moratoiiiim on as-ls sales (Oakland Trtbnne, 2/21/75), 
and' CcitDptoii is considering a similar proposal. AddltlMiall;, tbe titles wltb 
the greatest nnmbelr of HUD-acquired properties (Honth-central Ixw Angeles, 
tlomptOB, San Bemadtno, Oakland, Pacoima, Pwnona, and East Palo Alto) 
also are experiencing tbe bulk of HUD'a as-is salee effort. 
Underlying Causes 

Finailv, a ttieorettcal view of reasons for: iPHA program failiiros ia ofFere^ 
based on data analysis and dlscussiouH with vaiions HUD/FHA official. 
Bome Preliminary Comments on C'au»e» of Foreolosure *n FJiA-Inaured Hornet 

This Bummarizea a few possible explanations of reasons for default in FHA- 
insured mortgages. It deaUi primarily with properties Insured under tne Section 
221<d)2 and Section 235 mortgage insurance programs. Tnese two programs 
make up tbe majority of FHA acquisitions, with annual default rates in Cali- 
fornia rannlng at around 6% for 221'8 and G% for 23B's in 1972, compared to 
.48% for Section 203. By 1972, fully 10.4% of all 221 mortgages that were 
iDsured nationally ended in default. For Section 235, the figure Is 0.3%. Defanlt 
rates liare increased In all categories since 1972. (Data cummnlatlve to 197S 
Is not yet available) 

The 221(d)2 program, aimed at low-moderate income families offers low 
down payments to families wlio can (supposedly) make monthly payments. 
The mortgages are FIIA market rate. With a S200 tnTestmeut as a down pay- 
ment, families could buy a house. But with this small an investment, equity 
la built up very slowly. As a result, people may tend to see their houses as 
less of a personal investment than the; really are, and the Incentive to bang 
on and make house payments through difficult timei^i is lessened. 

The 235 prt^ram, like the 221(d)2 program, was aimed nt low and moderate 
Income (amllles, but with the important exception that the government buI>- 
sidlTsed the buyer by paying to the lender the ditEerence of 25% of the family's 
monthly income and the monthly mortgage payment This In itself does not 
seem to add or detract from abandonment causes. 

Some of the more obvious reasons for ^35 failure is the manner in which 
It was administered. In too many instances, developers wonld obtain FHA 
commitment of Section 235 financing for entire developments. Usually these 
were new subdivision tracts were on the edges of a city, far removed from civic 
amenities. This caused what is known as "economic compression", and entire 
subdivision with a very narrow income strata. And with FHA limits set on 
the cost/value ratio of the homes, they would not appreciate as fast as other 
homes in the city. In some cases, FHA corruption may have been at fault 
through the sale of substandard units without FHA inspection to low income 
people. But there is little evidence of this kind of problem in California. 

Section 235 financing was also used for condomlntum projects. The low 
monthly payments often did not cover increased operating and maintenance 
costs. 

By and large, it can he argued that both Section 221(d)2 and 235 may have 
been based on faulty assumptions; i.e. the desirability of homeownershlp tor 
low and moderate income people. In many cases, families were not provided 
with adequate counseling on the complexities and financial responaibtlities ot 
home ownership. Such basic issues as tax assessments, insurance, bonding, 
zoning, and monthly mortgage payments were foreign to many new homeowners 
and FHA counseling programs. Intended to be a vital part of both programs, 
were often non-existent. 

Since the intent of Congress was clearly to support low-Income home owner- 
ship, there was sulistantial pressure from Congress and Legal Aid Societies to 
insure such a re.^nlt. But the economic reaiitleB of home ownership destined 
the programs to be of use primarily to tne middle class. It has been argued 
that many low income people who did buy homes under 221 or 235 financing 
were simply too poor to afford them. Data to support sucn a claim is not avail- 
able. Experiments by the San Francisco Development Fund, however, aeem to 
indicate that an intensive home-ownership counseling program Is a crucial 
element In effective low-moderate Income home ownership. 

Obviously, the factors discussed above offer only a limited explanation of 
the abandonment problem. Further analysis of this issue will be provided In 
the Institnte's final report and in the work of the League's Community Devel- 
opment Committee in Los Angeles. 
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Appendix I 
U. S. Dbpakticeivt ai Sovtavn akd Ubban DETELOPHGnr, 

BOUSina MAITAflEMBNT, 

September 11, l$7i. 

To : Region : Regional administrator ; asaiatant regional administrator for 
housing management; regional teal property officer. Area: Director; direc- 
tor, liouaing management division ; CPO. Inantlng: Director; director, 
bousing management division ; CPO. 

Subject : Property disposition primary objective. 

1. Pttrfltue.— To provide all Begional, Area, and Insuring Offices witti a rede- 
Bned statement of the primary objective of the Property Disposition progrank 
and to provide guidelines for immediate implementation of that objective. 

2. Objective. — Tlie primary objective of the Property Disposition program is :; 

KEKAaTU 

FUNDS 

In order to acijieve this objective in the disposition of acriulred home" proi*- 
orties, the following criteria will be utilized : 

a. Maximise sales on an as-is, u:ilhotit toarranty, all ca»h, inithont mortgage 
(iwurtwtce 6asJ« frefcrred to hereafter as "ag-ia" lalen) as fhe primary (eeft- 
niqxte. It is HUD'a general experience that this metliod of sale Is the beet 
approach to achieving this objective. The more prompt closings In connection 
with as-ls sales will result In immediate cash flow to the mortgage Insurance 
funds and decreased dollar outlays from reductions In holding time, vandalism, 
and deterioration of the properties. Such sales facilitate the return of HXJI>- 
owned properties to private ownership, and the more rapid repair and occn^ 
Itancy of the properties. This has a beneficial result of encouraging neighbor- 
hood stabilization and revitalization. 

I). Give priority to the highest prices offered jcftfcA are aBouc the slateS 
minimitm and are gvbniitted 6j/ qualifled purchasers. 

c. Make mfni«ial use of insured mortgage fitutncing (referred to hereafter 
as "intuTcd" salea). The criteria for determination of appropriate sales ap- 
proach are discussed in the following paragraphs and are summarized in 
Appendix 1. 

d. Make only minimum easentlal repairs to properties offered for sale leitk 
insured financing. FHA underwriting standards must be met in all Insured 
soles. (See paragraph 9.c.) 



3. d«-i« sales policy. — One of the most cost effective methods of achieving 
the primary PD objective of reducing the acquired home property inventory 1» 
the as-is sales method. Therefore, aa-is sales shall be used to the maximuia 
possible esteut in the disposition of acquired properties. In ntlllzing this aale» 
method, the Chief Property Officer (CPO) should give due cognizance to the- 
possible effects of as-ls sales on indivldnal neighborhoods. Although local con- 
siderations win be the overriding factors in individual neighborhoods, gener- 
ally, as-is sales are compatible with (or will not have an adverse effect on) 
Btablt> neighborhoods, npward transitional neighborhoods, or already blighted 
neighborhoods. Conversely, caution should be used in utilizing as-ls- sales ia 
downward transitional neighborhoods where the threshold for tipping into a' 
blighted condition may be exceeded. (See Appendix 2 for definitions of neigh- 
borhood elassl flea tons.) 

a. It must 6e recognized that generally It Is the responsibility of property 
purchasers to make necessary repairs to bring properties into compliance witlir 
local codes. Further, it is the responsibility of the applicable local government 
entity to enforce and police code compliance. However, where local ordinances 
require all sellers to bring properties up to code prior to sale, or place certain? 
other restrictions on sale, local HUD ofllces will comply with sucb ordinance* 
or restrietioua. Additionally, baaed on the merits of individual situations, ibcal 
HTJD offices may enter into agreements with communities regarding property 
conditions prerequisite to sale. 

b. Wftcre neighborhood characteristics or other pertinent factors do not rulff 
out as-is sales, maximum use will be made of such sales based on the great^t 
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comparative dollar return to the mort^aKe insurance funds. Where tbe oti- 
mated net dollar return from an aa-is sale is equal to or greater than that 
estimated from an insured sale, or from racing of the property and sale of 
the lot, the property will be programmed for as-ls sale. {See Appendix 1 for 
computadoQ of comparative net dollar return.) 

c. All propertiet gold ai-i», except tliose sold for rozing, are sul)]ect to re- 
moval of lead-based paint hazards la accordance nitb HUD Regulations 2i 
CFR 36 and outstanding instructions. 

4. As-ig »aleg procedures. — Acceptance of as-ia sales offers will be based on 
the highest offered price above a stated minimum acceptable price. Offers from 
prospective purchasers shall be accepted only on a sealed-hid basis and will 
be appropriately safegnarded until the specified public bid opening dates. 

a. Minimum acceptable prices to be stated in property listings will be the 
estimated market value of comparable properties in equivalent conditions. 

b. Title poUcie* are to be purchased locally without limitation to length of 
time since acquisition. Prior approval from the Office of the General Counsel 
prior to purchasing such title policies Is not required. 

c. Purchase offer» are to be accepted from prospective owner-occupants only 
during a ten-calendar-day period following tbe date of listing. Tbe listing 
notice shall specify the last of tne ten-day period for receipt of offers, aHer 
which the properties are removed from the market. Tbe sealed-bid offers shall 
he opened during the first workday Coiiowing the designated ten-day period and 
appropriate notification made to offerors regarding acceptance or nonacceptance 
of offers to purchase. A listing of properties for which offers were accepted 
shall be included in a deletion notice to tbe Public Information Release (FIR). 

d. Properties for vjhich no acceptable offers were received during the ten-day 
period will be relisted for sale for an additional ten -calendar-day period. Dur- 
ing tnis second ten-day period, offers may be accepted from botn prospective 
owner-occupant and nonoccupant purchasers (Investors). The listing notice 
shall specify the last day of the ten-day period for receipt of offers, after 
which time tbe properties may be available on a first-come. flrsC-sold basis. 
The sealed-bid offers shall be opened the first working day following the stated 
ten-day period and appropriate notification made to offerors regarding accept- 
ance or nonacceptance of offers to purchase. A listing of properties for which 
offers were accepted shall be included in a deletion notice to the PIR. 

e. Properties for which no offers were received during the second ten-dajf 
period shall continue to be available tor sale in an as-is condition, except as 
follows ; 

(1) Properties that were listed as-is, as a result of programming for razing 
and offering for sale of the vacant lot, shall be programmed for such razing. 
(See Section V.) 

(2) Proiierties where the a.i-is sale would he enhanced by certain limited 
repairs may be so repaired and relisted for as-ls sate in accordance with para- 
graph 7 of this notice. 

(3) Properties where sales can only be effective by repair for insured mort- 
gage financing may be so programmed and listed for insured sale in accordance 
with paragraph 8 of this notice. 

f. The warranty provision of the Standard Retail Sales Contract must be 
deleted in all as-is sales. Further, payments or allowances will not be made 
for any closing and financing costs, including discount points, in as-is sales to 
investors. Items 11 and e on the reverse of the sales contract will be deleted 
by appropriate revisions in item H thereof. Similarly, tbe removal of lead- 
based paint hazards in accordance with 24 CFR 35 and outstanding Instruc- 
tions, when to be accomplished by the purchaser, shall be made a condition of 
sale. (See Appendix 4.) 

SECTION U. WALK-IN AS-IS SALES 

5. Walk-in as-ls sales policy. — Witli the exceptions listed below, all vacant 
acquired properties not otherwise being made available for as-ls sale shall be 
listed for sale on as-is basis if bona fide purchase Interest is Indicated from a 
prospective owner-occupant purchaser. Such Indications of as-ia owner- 
occupant purchaser interest (hereafter referred to as "walk-in" sales) may 
be oral or wiltten. 

a. Properties shall not be programmed for walk-in sales if: (1) As-is sales 
are prohibited by local ordinance or by local agreement ; (2) they have iteen 
Identified for special programs, or otherwise exempted. In accordance with 
specific central ofBce Instructions; <3) repair pnrchase orders or formal con- 
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tracts already Iiave been awarded; or <4) tbey are located ia areas, such as 
downward transttlonal neigbborhoods, wbere as-ls sales are determined not to 
be appropriate. (See Section I, paragrapli 3.b.> 

b. The availabiUtv of properties on a waik-tn basit sball be disseminated to 
all parties participating in the acquired Propert; Disposition program utilizing 
tbe Instmctlonal cover sheet to the PIR. 

6. Walk-in a»-is »ate» procedures.— All propertlea potentially eligible for 
walk-in sales shall have posted thereon, In a conspicuous place, an As-Is For 
Sale Sign, Form HUD-9S23. (See Appendix 8 for sample Form HUD-e52S.) 
Eligible properties cnrrentlr in Inventor; aball have such signs posted thereon 
Immediately upon receipt of Initial distribution of Form HUD-B523. Thereafter, 
properties will have such signs posted Immediately after acquislton, as part 
of tbe Initial taking possesion duties. 

a. Upon indication of bona fide vialk-in purchaer interttt. Form HlID-9503, 
the disposition programming to that of a walk-in sale. 

Disposition Program, will be annotated to record such interest and to amend 

b. Minimum acceptable prices to be stated In property listings shall be the 
estimated market value of comparable properties In equivalent conditions, or 
reasonable prices offered by prospective purchasers, whichever is greater. 

c. AsAs tales procedures prescribed in paragraph 4c of this notice will apply 
to walk-ln sales. If an acceptable offer is not received from an owner-occupant 
purchaser during tbe ten-day listlog period, the properties may be returned 
to the original disposition programming. 

d. Prior to initiation of the tcaUc-in sOlei procedure, tbe procedure must have 
been publicized in the PIR. Initiation of the procedure should not be delayed 
pending receipt of the As-Is For Sale Signs. 

eEcnon m. uuited repaib, as-is sales 

7. Limited repair, as-is sales policy. — In areas snch as downward transitional 
neighborhoods, wbere as-ls sales are determined inappropriate because of the 
possibility of undesirable effects on tbe area, consideration shall be given to 
repairs of a limited nature or scope which would eliminate any undesirable 
elements of the as-ls sale (referred to hereafter as 'limited repair" sales). 
Such limited repair sales shall also be utilized, where necessary to stimulate 
slow or nonexistent as-is sale activity. 

a. Limited repair sales shall, In all respects other than the repairs, be Identi- 
cal to as-ls sales, I.e., no warranty, all cash, without mortgage Insurance. 

b. Preference shall be given to limited repair sales over insured sales, con- 
sistent with Inventory reduction and maxlmnm returns to the mortgage insur- 
ance funds. Such sales shall be utilized where they produce a greater net 
dollar return to tbe Insurance funds and maintain an adequate sales velocity 
in comparison to Insured sales. 

c. No distinction shall be made between as-is sales and limited repair sales 
in PIR listings or advertisements for sale. 

8. Limited repair sales procedures. — Limited repair sales shall be iaitially 
programmed for properties located In downward transitional neighborhoods, 
where the appropriateness or necessity of such disposition can be determined 
in advance. Properties may also be programmed for limited repair sales after 
adequate listing for as-is sales without purchaser interest. 

a. As-i» sales procedures as prescribed in paragraph 4 above shall apply to 
limited repair sales. 



9. Insured sales policj/. — Properties srall be programmed for insured sales 
only: (i) where such approach clearly produces the greatest net dollar return 
to the insurance funds (see Appendix 1) ; or <il) where as-ls sales or limited 
repair sales are prohibited by local ordinances or codes, or are not appropriate 
In accordance with the provisions of this notice. 

a. The establishment of an appropriate program for disposition of proper- 
ties, including determinations for Insured sales, as-ls sales or razing of prop- 
erties, requires current and valid data to support and document final def«r- 
minations. The CPO shall assure that tbe following categories of data are avail- 
able on a current basis and are appropriately reflected in approved disposition 
programs : 

(1) Repaired and as-is property sales price data. (See paragraph 153. Prop- 
erty Disposition Handbook, One- to Foor-Famlly Properties, HM 481tU!. ) 
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(2) Repair coat data. (See Cliapter 6, patagraph 4, Property Dlsq;>oeitioD 
Handbook, Recondltloniug Acquired Propertiea, HM ^2S.l.) 

(3) Demolition cost data. 

<4) Vacant lot sales price data. 

b. FBA underwriting iitandardi shall be applicable to all Insured sales. It Is 
«sHential that FHA uoderwrlting standardii be applied couslstentty ou a nation- 
wide hael& 

c. Repair of propertie» Incident to Insured sales sliall be limited to minimum 
essential Items to comply with illA mortgage Insurance criteria, or to other- 
wise comply with local codes In areas where such codes are being actlrelr 
enforced. Additional repairs and/or upgrading may be aeeompltshed as neces- 
£&is to effect Insured sales It properties offered with minimum essential repairs 
do not sell atter reasonable soles-listing exposure. 

d. Maximum feasible use will be made of formal contracting provisions to 
Accomplish programmed repairs. 

e. amalt lu»ine»» and minority cmitractorK will lie utilized to the inaxlmmn 
«xteut feasible In the competitively -bid procurement of repairs to acquired 
proi>ertles. 

f. Insured gales tnav he financed with any FHA-approred mortgage of the 
purchaser's selection provided that snch fluancing is obtained at discount 
points which do not exceed those calculated In accordance with the FNMA 
Blweeiily Free Market System (FMS) auction. Vse previously furulBhed charts 
for calcnlation of maximum authorized discount points based on FMS anctlon 
iresults for average weighted yield. Advice may be given to interested parties 
regarding approved mortgages willing to finance Insured sales at or helow the 
znaximum authorized discount points. 

10. Insured sales procedures. — Purchase offers for Insured sales will fte ac- 
cepted based on the highest price offered above a stated minimum acceptable 
]irlce. Offers from prospective piircliasers shall tte accepted only on a sealed-bid 
bafiis and shall be appropriately safeguarded until ttie specified public bid 
opening dates. For Insured sales, maximum mortgage amounts will be estab- 
lished based on tlie stated minimum acceptable price for each property and 
will lie included In PIR Information. Those portions of the total bid which are 
3u excess of maximum mortgage amounts will be required as down payments, 
f^lnce the sales price may exceed the value of the property for mortgage Insur- 
nnce purposes' (minimum acceptable price), itemd on the reverse of Form 
HUI>-9548, Standard Retail Sales Contract, shall be deleted by the Insertion 
4if the following language in item H of Form HUD-9548 : "The provisions pf 
item d printed on the reverse hereof are stricken in tlieir entirety and the 
purcliiiser agrees that tlie valne of the ]>roperty for mortgage insurance pur- 
poses is $ , and acknowledges that be was informed of such value liefore 

execution of this Contract." (Insert the miuimum acceptable price In the blank 
space provided.) 

a. Minimiim acceptable prices to be stated {n property listings will be the 
estimated market value of comparable [ii'operties in equivalent conditions. 

b. PiircJiase offers are to 6c accepted on a seaied-iiid basis from prospective 
owner-occu[>ants during a teu-ealendar-day period following tlte date of lifting. 
The listing notice shall specify tiic lant day of the ten-day period for receipt 
of offers. I'lie sealed-bid offers sliall Ik- ojiened during tlie lirst workday follow- 
ing the designated ten-day period and appropriate notiflratiou made to offerors 
regarding acceptance or nonacceptance of offers to purcliase. A li.stlng of proi>- 
ertie>! for which offers were accepted sliail be included in the PIR deletion 

e. PiircJit'c offer' arreptcd shall bo suiiject to the prospective purchaser 
meeting minimum credit criteria. 

d. Offers to pticcSflse at prices above the stated minimum aeceptaliie price 
shall tie in increments of $50. 

e. Properilo' for tcbirh no acrcptahlc offers irerc received during the ten- 
day period will be relisted for sale for an additional teii-colrndar-d-iy period. 
Dnins this second ten-day i>eriod. offers may iie accepted from both prospec- 
tive owner-occupant and non-owner-occnpant purchasers ou a sealed-bid basis. 
The listing notice shall specify the last day of tlie ten-day period for reeelpt 
flf offers, after which time tlie properties shall lie available on a flrst-eome, 
first-sold basis. The sealed-bid offers sliall be opened the first working day 
following the stoteil ten-<Iay period and appropriiite iiotidcation made to 
«ICeror3 regarding acceptance or nonaceeptance of offers to purctinse. A listing 
<if properties for which offers were accepted shall be included in n PIB dele- 
tion notice. 
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f. PtopettleB tor which no offers were received during th« second ten-da; 
offerlfig. period will coaUnue to lie urailable Cor ute on a fltBt-coute, first-sold 

SECnOK T, iA^INO AND BALE OF VACANT LOT 

11. Razing and sale of vacant lot policy. — -Where the estimated net dollar 
return is greater from raalng a property and sale of tne vacant Iht than h-om 
eltber as-is sale or insnred sale, the property will be programmed for razhtg. 
(See Appendix 1 for computation of greatest net dollar return,) 

a. Properties icUI Be razed Cor sale of vacant lota only after listing for sale, 
as-Is to tiflth owner-oecBpant and Investor purchasers, except; 

(1) In doiMiward transitional nelglibor hoods, or in areas where as-ls sales' 
pre prohibited by local ordinance or local agreement, the properties' will be" 
listed as-ls witn the requirement for purchaser razing or will be razed without 
as-ls sales offering, 

(2) Propefties with ser^re structaral deficiencies mnst be offered for sale 
i)s-Is with the requirement for razing b; the purchaser. Sale for razing by the 
purchaser will be treated, as Investor purchases and such properties will not 
be offered forowoen'-occiipant purchasers. 

'. b. /The miiUmum aa;eptahle priee tor racant lots offered for sale will be the 
estimated talue of comparable property, considering the Highest and best 
use available. 

c. TH£ gale of peopeHie* to be offered qs-Is for razing may be u^otiated witb 
local govetmnent entitles, or entities authorized to act on their behalf, and to 
eleemosynary groups at the minimum acceptable price without public listing. 

d. Coordination shall 6e tnaintained with local government entities to en- 
sure adequate opportunity for negotiated sale to such entities of properties not 
to be sold for residential occupancy, i.e., as-is for razing or vacant lota. How- 
ever, timely disposition of properties must not tte delayed pending development 
or implementation of state or local community planning; nor Is It Intended 
that Insurance funds in tbe disposition of acquired properties be used to sub- 
sidize local programs. 

12, Rasing and gale of vacant lot procedures. — Properties programmed for 
razing will initially be listed (or as-ls sale in accordance with procedures estab- 
lished In paragraph 3 above, with the following additional considerations : 

a. Where local government entities, through ongoing coordination between 
such entitles and the local HUD office, have Indicated they are now ready to 
purchase certain properties, such properties shall not be listed for sale to tbe 
public pending disposition of the entitles' request. 

b. Projiertiet listed for sale as-is for razing by the purchaser will be offered 
only during one ten-day period, open to all purchasers. 

c. Properties not sold during the as-is offering period will be removed from 
the market and programmed for razing by HUD. 

d. Vacant lota shaU he offered for sale In accordance with outstanding pro- 
cedures contained in paragraph 28S-l.g-l of the Property Disposition Hand- 
book, One- to Four-Family Properties, HM 4310,5. Sale by negotiation with 
local governmental entitles, or entitles authorized to act on their behalf, may 
be accomplished at the established price without public listing. 



13. The following additional policy considerations shall app!y : 

a. Sale of properties In connection with special programs authorized by the 
Assistant Secretary for Housing Management will be in accordance with in- 
structions provided. 

b. The disposition of acquired properties shall be In compliance with out- 
standing Instructions and regulations relative to lead-based paint hazard re- 
moval, 'The National Environmental Policy Act, and the National B^ood Insur- 
ance Pr<^ram. 

c. Bona fide tenants of acquired properties programmed for rental shall be 
given a 30-day right of refusal to purchase when such properties are tepro- 
grammed for sale, provided such tenants are not In rental arreas. The sales 
prices shall be at fixed prices equivalent to the stated minimum acceptable 
price otherwise developed for sales llRting. The term "bona fide tenants" shall 
be construed to mean tenants for a duration of four months or more. 

d. Sales to former mortgagors shall be at an amount equivalent to 105% of 
the unpaid principal balance of the mortgage at date of institution of fore- 
closure as reflected in Item 11, FHA Form 1025, Notice of Property Transfer, 
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(on Forms HUD 1174 and 9828 when approprtftte) [dug Qie total dollar 
amount of anj repair exi»endltnres made In accordance with the Approved Dis- 
position Program, Form HUD-9S03, since the time of acquisition. Oenerally, 
properties with severe structural deficiencies, serious health or safety hazards, 
or in need of substantial rehaMlltatlon wlil not be eligible for sale to former 
mortgagors. Warrant; provisions shall not apply In sales to former mortgagors 
and a pprop riate revision shall be made to the Standard Betall Sales Contract, 
Form HDD-9648, to reflect sucb condition of sale. 

e. Since an active sales proip-am Is essential to achievement of tlie prtmar; 
PD objective, dne consideration mtist be given In the selection of appropriate 
dlsposltioa approaches to tlie sales etTectiveness of selected approaches as 
Indicated by current experience In the sales market Approaches which do not 
produce adequate sales activity must be replaced by authorized approacbes 
which do produce sales reaulta. 

f. Formal plans developed iti accordance witb outstanding Instructions for 
the Planned Program Approach are to be reviewed, and revised where appro- 
priate, to reflect tbe primary objective of the Property DisposiUon program 
and maximum feasible utilization of the as-ia sales procedure. 

$. Appropriate reviatons to the Proper^ Disposition Handbook to Incorpo- 
rate policy and procedural directive material contained In tbis notice are under 
development and will be Issued upon completion. 

H. R. Crawford, 
Attittant Secretan/ for Bousino Manoffement. 
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ABANDONMENT DISASTER DEMONSTRATION 
RELIEF ACT OF 1975 



7BZDAT, AirairST 89, 1975 

U.S. Senate, 

Committee on Banking, Housing and Ubban Ajfaibs, 

ScBcoMMTrrEE ON HoDSiNO AND Urban Ajtaieb, 

Los Angelet, Calif. 

The subconunittee met a 9 :20 a.in., pursuant to call at Will Rogers 
Memorial Park, 103d Street and Central Avenue, Los Angeles, Calif., 
Senator Alan Cranston, acting chainnan, presiding. 

Present : Congressman Mark Hannaf ord ; Carolyn Jordan, Assist- 
ant Counsel and Jerimiah Buckley, Minority Counsel, Banking, 
Housing, and Urban Affairs Committee. 

Senator Cranston. The hearing will come to order. 

Last year Senators Hait, Mondale, and I introduced S. 3115, the 
Housing Abandonment Disaster Demonstration Belief Act, a bill to 
test a new mechanism for acquiring and disposing of abandoned 
property and to develop new financial resources for localities affiliated 
by the disaster of large scale housing abandonment. 

Because of the urgency of this proWem we have introduced this bill 
a^in this year as S. 1988. 

Housing abandonment is still a major menacing housing problem 
in our urban cities. Housing abandonment is a problem of poor people 
concentrated in overcrowded, unsafe, and unsanitary housing units, 
of streets scarred by vandalism and fire, of neighborhoods shunned by 
businesses and investors, of cities with dying central cores. 

Housing abandonment is creating housing, crime, health and tax 
crises in many of the Nation's cities. 

The last national survey in 1971 completed by the Library of Con- 
gress on national levels of housing abandonment indicated the grow- 
ing magnitude of this problem. 

Conservative estimates on the number of non-Govemment owned 
abandoned units, for example, run around 100,000 in New York, 
12,000 in Baltimore, 10,000 in St. Louis, and 5,738 in Oakland. 

Recent up-to-date figures on HUD-VA owned foreclosed properties 
in selected cities indicate that this problem continues to haunt our 
cities. As of May 1975, HUD owned 69,695 Bingle-family properties 
nationwide and the VA owned 11,845. The following table will illus- 
trate the volume of units that could be turned over to the corporation 
by HUD and VA in selected cities : 
(133) 
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As of March 1975, the Los Angeles area insuring office of HUD 
had 3,874 foreclosed single-family homes in their inventory. Of this 
total, 100 were in Ventura County and the remainder (3,774 units) 
were in Los Angeles County. 

The city of Los Angeles accounted for 1,395 of these units (37 per- 
cent). Compton owned 759 (20 percent) units and Pomona had 462 
units (12 percent). 

. Seventy-three other cities within the county accounted for the re- 
maining 1,162 ujiits. The heaviest concentration of units was in the 
south-central section of Los Angles where 1,084 units accounted for 
,78' percent of that city's total m south-central. The VA has 1,105 
repossessed properties in the Los Angeles area, 404: in Los Angeles 
city wide, and 8 in Watts. Exact figures fall short of deecribii^ the 
full magnitude of the housing abandonment problem in terms of the 
destruction of the quality of life it produces. 

The Department of Housing and Urban Developmeoit has imple- 
ment«d several programs to rid itself of its growing inventory of 
repossessed homes. These attempts include t (a) The urban home- 
sbeading progi-am announced May 1974, a 1-year experimental pro- 
gram with a projected goal of putting 700 homes in the hands of 
low-income citizens. This program has oeen fraught with diificulties 
because low-income homeowners have difficulties gettiiig financing to 
repair these units; (b) other JIUD programs include the "sale-as-is" 
piogram to encourage rapid purchase of HUD repossessions; (c) the 
"policy release option" program for local governments; (d) the 
neighborhood bousing services program that make available loan 
funds for inner-city areas that are deteriorating, . 

On the local level a few oities have implemented their own urban 
-b<nnesteading program. Overall, very little has been done at the Fed- 
eral or State level to adequately address the abandomnent issue and 
none of the HUD programs have the necessary elements and flexi- 
bility to deal with developing unique solutions to the abandoned 
housing problem. There is; no specific program to stop the housing 
abandonment wave from gaining nioinentum in city after city or to 
repair the destruction abandoimient leaives in its wake. 

Many different reasons have been given for the abandonment prob- 
lem but it is difficult to deny that the Federal Government is not at 
least partially responetble for the problem. Many persons who cotUd 
not afford housing were allowed to buy units. Littl^ or no counseling 
for families buying a house for the fii'st time was provided. Kick- 
backs, schemes, and speculation by realtors, builders, and HUD per- 
sonnel have alfio contributed to tliis prablem. 

Recognizing that the Federal Government had a hand in creating 
the abandonment disaster and also recognizing that the Federal Gov- 
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cmment has a strong interest in the quality of hoiising generally and 
specifically in protectinf» the housing which it has insured or guaran- 
teed mortgages. The Demonstration Relief Act establishes a special 
Govern ment-sponsoi'ed corporation to deal with the problem of aban- 
doned housing units. 

The agency, to be called the Neighborhood Preservation Corpora- 
tion, would woilc ill this manner: It would be empowered to seize and 
acquire title of abandoned housing units quickly to prevent dete- 
rioration of the unit and to stem the spread of abandonment in a 
neighborhood. 

The corporation could renovate, rent, sell, construct, demolish units, 
repair, refinance, purchase property, condemn, and oidginate mort- 
gajges at interest rates below the going market rate. 

The corporation could hold land for redevelopment and construct 
new housing according to a city's housing plan. 

This proposal seel^s to turn abandonment disaster into a "plus" by 
preventing deterioration of abandoned units by securing possession 
quickly and seeing whether a single-purpose agency in abandonment 
can bring together with the Federal Government, local officials, 
lenders, renewal and housing agencies, and community organizations, 
and others necessary to develop a corporative effort for the improve- 
ment of urban life. 

This is an open heaiing of the Senate Banking. Housing and Urban 
Affairs Subcommittee on Housing, I will not make any formal state- 
ment at this time, I think you're all aware that the legislation that 
we are considering is the Xbandonment Disaster Demonstration Re- 
lief Act, S. 1988, which I've introduced in the Senate. This bill pro- 
vides for creating tliree neighborhood corporations in three different 
demonstration communities to be selected by HUD that would laimcb 
a program with adequate financing that would begin to secure posses- 
sion and ownei-ship of many abandoned housing units and taking 
them over, renovating them, making them available for either sale or 
local rental to families that need housing, with counseling to insure 
that families don't pet into responsibilities that they cannot handle. 
The alternative would be to tear down the homes if they were in a 
hopeless condition and to replace them. 

I want to welcome Congressman Mark Hannaford wlio is going to 
help carry this bill through the House of Representatives, I'm not 
certain that the bill that we have introduced will be enacted, biit I am 
confident that we will be able to enact something that will be along 
the general lines of what we are siiggestinsr. 

I want to welcome as our first witness. Gene Jamagin. who is the 
loan guaranty officer of the Veterans Administration. I wish that for 
the record you would introduce those with you; and if you could 
summarize in jnst not more than 4 or 5 minutes whatever prepared 
statement you have and submit that prepared statement for the rec- 
ord. Thank yon for being with us. 

STATEMENT OF (JEKE JAEHAGIN, LOAH GUARANTY OFFICER, 
VETERANS' ADHINISTBATION 

Mr. Jarnaqtx. Mr. Chairman. I'm pleased to have the opportunity 
to appear before the subcommittee today. With me on my left is 
Henry Cohn from the General Counsel's Office in Washington. On my 
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right is Mr. Gary Schmidt who is the Chief of Property Management 
Section, and beyond him is Mr. Gordon Wile, District Counsel in 
Los Angeles. 

Yesterday ray colleague, Mr. Frederick Craig, Loan Guaranty Offi- 
cer of the vA's San Francisco Begional Office, appeared before this 
subcommittee and presented the views of this agency on — S. 1988 and 
urged the subcommittee to carefully consider the Department of 
Housing and Urban Development's cfbjections to the bill. 

We concur with that statement. Mr. Craig's remarks are on page 92 
of the August 28, 1975, hearing in Oakland on S. 1988. 

I'll be happy to answer your questions. 

Mr. Jarnagin. Mr, Chairman and honorable members of the sub- 
committee, as the Loan Guaranty Officer of the VA's San Francisco 
office, I am pleased to have the opportunity to appear before this 
subcommittee today and present the views of the VA on S. 1988. 

This bill, entitled the "Abandonment, Disaster, Demonstration Re- 
lief Act," is designed to prevent deterioration and destruction of 
neighborhoods and communities and to hold and assemble parcels of 
land for orderly development and redevelopment. This bemg based 
upon a general finding that the cause of the destruction and deteriora- 
tion of neighborhoods is to a large extent due to abandonment of 
properties. 

The VA is well aware of the problems with abandoned properties. 
Unfortunately, we believe this complex bill, as currently drafted, con- 
tains many provisions which are ambiguous and subject to varying 
interpretations, leaves many areas unresolved, and will create many 
problems. For these reasons, the VA opposes S. 1988. 

Our objections to the bill are not to its intent, but rather to poten- 
tial problems that could result from the vagueness and technical 
insufficiencies of certain provisions of the bill. These technical prob- 
lems make it extremely difficult for the VA to take a firm position 
on the substance of certain of these provisions as we cannot forecast 
with any degree of certainty the effect that passage of this bill would 
have upon existing programs. 

While not intended to he all-inclusive, the following are some of 
the specific areas we find objectionable: 

Within the three metropolitan housing sections to be determined in 
accordance and (b) of Section 6 of the Dill to take action to declare 
abandoned residential property forfeited and to seize and take posses- 
sion of such property. Paragraph 3 of subsection 6(b) of the bill 
provides such seizer shall be subject to the payment by the corpora- 
tion of "just compensation" to any person claiming an interest in the 
seized property. 

This paragraph further provides that where the person or agency 
having an interest is a Federal agency, payment by the corporation 
shall be in the form of obligations issued by such corporation. The 
bill does not specify, however, how payment shall be made to x>ersons 
or other entities that are not Federal agencies. Conceivably, the cor- 
poration could make such payment in the form of the same obliga- 
tions it would issue to Federal agencies. Since the bill provides in 
section 8(b) (page 20, lines 8 through 14) that such obligations are 
not guaranteed by the United States and do not constitute a debt 



Digitized OyGOOgIC 



137 

■obligation of the 'Umted States, the marketability of such obligations 
la at best nncertain. 

If it is determined that a holder of a mortgage on property deemed 
to bo abandoned is to be paid in long-term debt obligations of the 
corporation, which may have limited marketability, great reluctance 
can be foreseen upon the part of the mortgage industry towards mak- 
ing loans on properties m the demonstration areas. If this should 
occur, potential sellers or residential property would find themselves 
unable to secure buyers with mortgage financing available to theuL 
As a result, those parties required to relocate might be left with no 
option other than to abandon their homes. Thus, potentially, the effect 
of this bill could well lead to greater abandonment rather than less. 

At the present time, the VA loan guaranty prograni is funded by, 
a revolving fund established by section 1824 of title 38 United States 
Code. Claims made upon the vA, based on guaranteed loans, are paid 
from this course. Properties acquired are usually rehabilitated and 
then sold by the VA, The proceeds of these sales are deposited into 
the same fund. If the VA is to receive long-term debt obligations of 
the corporation in exchange for its acquired properties conveyed to 
the corporation, a serious impact upon the liquidity of the fund can 

The lack of an adequate cashflow might well leave the VA with no 
alternative but to seek additional appropriations in order that it 
might meet its obligations on outstanding guarantees. In those in- 
stances where the mortgage covering the abandoned property is 
insured or guaranteed by an agency of the United States there is pro- 
vision, as previously indicated for the seizing and forfeiture of the 
property with payment of just compensation to the parties in interest. 
If such payment is to be made to the holder of a mortgage at or 
shortly after the forfeiture of the property to the corporation, it 
leaves unclear the position of the guaranty issued by the VA to the 
lender. 

Normally the claim under the guaranty would be presented to the 
VA subsequent to the liquidation of the security and application of 
proceeds of the sale to the outstanding indebtedness. Obviously, if the 
holder of the mortgage has been paid in full by the corporation, 
insofar as the mortgagee is concerned, there no longer is any out- 
standing indebtedness unless the corporation becomes the holder of 
the mortgage by assignment. In this event, it appears the corpora- 
tion would then be in a position to file the claim under the guaranty 
with the VA. 

Since the corporation would retain title to the property the VA 
would be in no position to recoup its payment by means of resale of 
the property, thus further endangering the revolving fund. It is our 
feeling that the bill should specifically clarify the potential liability 
of other Federal agencies that have guaranteed or insured mortgages 
in the demonstration areas. 

Section 6(d) provides for the corporation to acquire from the Ad- 
ministrator of Veterans Affairs properties to which he holds title, 
the consideration for the conveyance of the property to be its fair 
market value. However, the fair market value may not exceed the 
unpaid balance of the mortgage. Properties held by the Adniinis- 
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trator ai-e uot usually subject to a mortgage (^lt|;atioiL Therefore, 
a strict interpretation of this section coula result in a requirement 
that the Administrator convey the properties to the corporation, with- 
out compensation. 

Additionally, the VA may sell a property on an Jnstallmeut con- 
tract. Teclmicaily, an installnient contract is not a mortgage and until 
such contract is paid in full, title remains in the Administrator. 
It is unclear whether the term mortage at the end of said sub- 
.sectiqii (d) is intended to be applied m the narrow technical sense, 
if it is, oiice again there would Be no unpaid balance on the mortgage. 
Additionally, this section makes no allowance for the payment of 
managenient and foi-eclosure expenses or for tlie reimbursement to 
the VA of moneys expended in improving such property prior to its 
acqaisition by" the coi-poration. 

As a final note, section 3(1) of the bill narrowly defines the term 
residential property for the purpose of S. 1988 to melude only those 
properties which are subject to mortgages which are insured or guar- 
anteed by an agency of the United States or which are subject to 
mortgages held uy a federally related financial ^lstitution. Ip addi- 
tion to guaranteeing and insurmg loans, the VA also makes direct 
loans un<ler certain circumstances. When VA acquires a property, 
we often resell it on credit; that is on an installment contract^ or for 
a note and deed of trust or a note and mortgage. The definition in 
section 3(1) would not apply to these latter cases. The distinction is 
especially important in section 6(d) wlxich refers to "residential 
pioperties to whicli title is held by . . . the Atiiuinistrator of Veteran 
Affairs." 'Wliere the Administrator holds title, as noted above, there 
may be no outstanding mortgage or other debt; or if there is, the 
loan would liave been made, but not uisured or guaranteed, by the 
Administrator. 

I have attempted to point out some specific objections without 
attempting to be all-inclusive. 

The Department of I£ousing and Urban Development has prepared 
a report to the committee on S. 1988 strongly opposing enactment of 
the bill and noting a number of major di&culties that the bill would 
create. Briefly siinmiarizetl, the major difficulties include: 

The bill would duplicate what can already be accomplished by local 
governments with Federal assistance under title 1 of the Housing and 
Community Development Act of 1974, and would duplicate HUD'a 
property disposition function, 

The bill would create a new Federal Neighborhood Protection Coi'- 
ppiatioii as an agency of tlie United States, and mject it into proh- 
leuis better solved by local governments and local citizens; 

The bill would iniiiose a major burden on the Fedei-al courts; 

The corporation's losses would have to be subsidized by the Fed- 
eral Government. Fiirthennoie, tlie bill would provide for backdoor 
financing whicli is inconsistent witli the Congiessional Budget Act, 
and would provide an exemption from budget contix)l; and 

The corporation's authority to apply properties on a mandatory 
ba^is froui FIIA and other Goveniment agencies would operate to 
deprive the insurance fund of cash flow that would be realized in 
propci'ty dispositions, and would, in soiue cases, preclude recoveries 
that might liave been obtained covering' full losses. 
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We urge the committee to c^reflillj; consider thet)epartirt'ei!if.of 
Housing and Urban Developmeht's Strong objection to S, 1988. ' 

I thank you for this opportunity to testify &n3 will be gi&d- to 
answer any questions that you may have. 

Senator Cra^'Stow. Are you opposed to the bill ? 

Mr. jABNAGih". Yes, sir. 

Senator Ckanbtox. \Vltat do you think can be done about tbid 
problem? 

Mr. Jarnagin. Well, Senator, I thint We are making some progress 
at this time. 

Senator CRA^■BTON■. "What progress can you cit* that has been made 
so far? ■ .. I . 

Mr. Jarnagin, In our owh experience in the fiscal year just ended, 
we rednced our inventory about 1,0001 I think that is significant 
progresp. There are those areas of great vandalism; and we, as a 
veteran-oriented organization, ftre" not eqiiipped to cope with that. , 
Personally, I think it involves the community 

Senator Craxbtox. If you're not equipped to cope with these prob- 
lems, what should be done? 
■ Mr, Jarnagin. We are not letting them sit there. 

Senator Cranston, Well, you say you're not equipped to cope with 
them, what do yOu mean by that? 

Mr. ■Tatrnaoin.'^I menn we are not equipped to prevent the vandaliz- 
ing of the buildings. It would require constant surveillance that we 
nre not equipped to do. 

Senator Craxsto:!^. What is thc; inventory that you now have of, 
abandoned homes? , ■ . ■ ' ' ' 

Mr. Jarnaqin. At this time our office has a total inventory — I 
wouldn't say Ebandoned because many of those are occupied^ — of. 
1;710, 1,615 of which are in the southern California area, the balance; 
being in the outer part of our area. 

Senator Cranston. What other area does that covtir? 

Mr. Jarnagin. Clark and Lincoln Counties of Nevada. 

Senator CrAnston. How many new abandoned homes do yon pick 
up in the course of a year"? 

Mr. Jarnagin. Well, we are acquiring over 200 a month. 

Senator Cranston. Over 200 a month? 

Mr. Jarnagin. Over 200 a month. 

Senator Cranston. Well, if yon disposed of 1,000 in your inventory 
but picked up 200 a month, are you gaining or losing? 

Mr. Jarnagin. Well, we are selling in the neighborhood of 300 a 
month. -We have sold more than we acquired for the past year, 
accoimting for this reduction of 1.000 in our inventory. 

Senator 'Craxston. What is your record in getting housing back 
again once you've turned it over? 

Mr. Jarnagin, I beg your pardon ? 

Senator Cranston. Do you have any ratio of how many homes 
come back into your possession a second time after you've turned 
them over? 

Mr. Jarnagin. No, I don't, sir. 

Senator Cranston. AVonld you please get for the record the statis- 
tics for that and supply them? 
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Mr. jABNAOiif. Yes. I want to be sure that I understand that you 
mean when we acquire property and sell it and then reacquire it 9 

Senator Ckanston. Yes. 

Mr. Jarnaoin. Yea 

Senator Cranbton. These homes, the 300 a month that you have 
be^ disposing of, are you renovating them before you dispose of 
them? 

Mr. Jarnaqin. Not all o£ them. 

Senator Cranston. What percentage of them? 

Mr. Jarnaqin. I'd say all hut maybe 5 to 10 percent in area. 

Senator Cranston. What happens to those that are not renovated 
when you turn them over? 

Mr. Jarnaqin. They are sold to individuals with the understanding 
that they are to be repaired according to the building department^ 
requirements, and we also ascertain their financial abuity to do this. 

Senator Cranston. Could you also give us a breakdown for ih» 
record of the niimber that is sold to individuals and the number that 
is sold to speculators or brokers? 

Mr. Jarnaqin, Yes, sir. 

Senator Cranston. Jerry Buckley is representing the-minority staff 
on the committee. Did you have any questions, Jerry ? 

Mr. Buckley. I have no questions, Mr. Chairman. 

Senator Cranston. Congressman Hannaford, do you have any 
questions ? 

Congressman Hannapord. Just one question. 

Once again, how many do you have now in the inventory? How 
many houses do you have on your inventon' now? 

Mr. Jarnaqin. Total inventory in my office is 1,710. 

Congressman Hannaford. Is there not a substantial number that 
are not in your inventory that are abandoned and there is a long , 
delay before they get into your inventory ? 

Mr. Jarnagin. There is a process of acquisition that might take, 
say, 8 or 9 months. 

Congressman Hannaford. Do you always acquire and put them in 
your inventory as rapidly as possible so that you do have as accurate 
an account as possible of the problem? 

Mr. Jarnagin. Yes, sir. 

Congressman Hannaford. You do that ? 

Mr. Jarnagin. Yes, sir. 

Congressman Hannaford. Thank you. 

Senator Cranston. I thank you very much for being with us. 

[The following was received for the record from VA's general 
counsel, John Corcoran :] 

Vetekans Admin istbatior, 
Office oe Genebai. Counbel, 
Washington, 0,0., September Si, 1975. 
Hon. Alan Cranston, 
U.8. Senate, 
Washinnton, D.O. 

Deab Senator Cranston: The following iuformalloa will supplement the- 
written and oral remarks made hy the Veteruns Administration at hearings 
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before the Senate Committee on Banking, Hoaalng and Urban Development ob 
S. 1988, beld August 28, 19TG, In Los AngeleB, CalUornta. At that time Mr. 
Oene Jamagin, Loan Onaranty Officer, Veterans AdmlnlBtraUon Regional 
Office, Loa Angeles, who testified on behalt of this agency, lacked specific data 
to respond to two of ronr questions. 

Your first Ingulr; concerned the number of properties which retnm to the 
YA inventory. From the beginning of the VA Loan Guaranty Program through 
the end of fiscal. year 1976, the Los Angeles Regional^ Office sold 45,176 VA- 
owned properties with the assistance' of VA veiidee loans. During the same 
period, 6,078 properties were reacquired. 

You also asked the number of propertlea aoli to investors. Although an 
Inquiry is not normally made as to the purchaser's Intended use of the pur- 
chased property, a review of our records reveals that In flscal year 1975 ap- 
proximately 1% of tlie VAK>wued properties sold by tbe I<ob Augeles Regional 
CMBcer were purchased by Investors. 

Tbe above data refer to the entire Jurisdictional area of the Loan Guaranty 
Division, Los Angeles Regional Ofllce, which includes that part of California 
south of the northern boundary of San Luis Obispo County, plus Lincoln and 
Clark Counties in Nevada. 

Thank you Cor providing VA with the opportunity to present its views on 
8.198& 

Sincerely, 



Mr. Jarnaoin. ThaJik you, sir. 

Senator Cranston. Mayor Doris Davis of Compton is nov? with us, 
and WB would like very much to have you come forward, Doris. Doris, 
we are delighted to have you here. 

STATEMENT OP DOEIS DAVIS, MATOE OF COMPTON, CALIF. 

Mayor Davis. Good morning, and thank you very much. I'm very 
happy to be with you, and tnank you for asking ua to make our 
remarks on the subject that is so vital to the existence and revitaliza- 
tion of our community. 

We feel that the problem of abandoned housing ties in with the 
entire economic development of our city and especially the stability 
of our city. 

We have been very concerned as the city council, as the mayor, to 
give the emphasis of this particular problem in our community, and 
we want to compliment you, Senator Cranston, for the introduction 
of Senate bill 1988. 

We've analyzed the bill and have some comments relative to the 
bill. We have our passouts here that will give you a little background 
about our city and an idea of the criticafproblems that are faced in 
the community of the City of Compton. 

Though the City of Los Angeles has the highest absolute number 
of boarded-up houses, the City of Compton with a population only 
a fraction of the size of Los Angeles has the second nighest number 
of boarded-up units and the highest number of abandoned propeities 
per capita in the entire State of California. 

Presently, Compton has approximately 350 HUP-held properties, 
60 VA properties, and an undeterminable number of conventional 
repossessions totaling between 700 and 1,000 abandoned units. 

The problems which are created by abandonment are as follows: 
the disadvantage, esthetically, of having boarded repossessions ap- 
pearing in any neighborhood, and especially in neighborhoods, such 
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aS.ConiptiM, which are itioderatel^ atttactivB, liiiddle^cortie ftdm- 
ihunities, js recognized.Boarded ludts t^Hd ,ta.ljroadc^ a niEsseage of 
4eterioratiori and bHght to the potedtiaf; buyers of pth&r properties 
in that neighborhood as well as to the remBiining occupants of resi- 
dential property in- the vicinity who are working to maintain their 
properties. They are discouraged and so the stability of the coinmu- 
nity,. is det**riorated because we lose many of .oiir stable population 
because they become discouraged as a result of these boarded units. ■ 

The boarded structures are aoinetimes found to' be vandalized and 
often used for the storage of stolen property and drugs. Police are 
unable to readily view the interiors of boarded units, and public 
safety is a problem, and fires arc often undetected inside a bcHirded 
unit, Tesult^ng in severe structural damage. ' 
, Also, they have a negative bearing on our. Overall insurance rates 
fOr the city. Boarded properties continue to discourage neighborhood 
niaint^ance. 

You can see that these spiraling problems continue to result in the 
loss of tax dollara to the city. 

Our primary concern with the high rate of mortjrage payment 
failures and subsequent reposseesion, especially with federally held 
property, are believed to be attributable to sales with no down pay- 
ment or very minimal down payment,, over qualification of buyers 
(which sometimes results in a higher selling price and higher loan 
commitment nonjustified by the true market value of the property). 

Over qualifying of buyers makes them unable to maintain the prop- 
erties because they were not able to'actually and in reality enter into 
the ownership or responsibilities of the. ownership of the properties. 
They feel no real ownership and are not. compelled to remain ; and, 
therefore, buyprs usually walk away from payments too high for their 
earning power with no sense of loss, since they have not committed 
their own funds as equity in the purchase. Inability to meet mortgage 
payments is parallelled by inability to keep the ownership property 
in good maintenance and repair. 

•I think an in-idepth analysis of section 221 FHA insurance pro- 
gram is a classic example — as well as some of the other subsidized 
p^grams such as 235 and 2.16 — is a classic example of why Compton 
has experienced problems with repossessed housing. In a report which 
wp have referenced as "Housing Foreclosures and Abandonment in 
California," prepared by The Institute for Local Self -Government in 
conjimction with the California I^eague of Cities, it is stated that as 
of March 12, 1975, Compton had a total of 7li7 HUD-held properties 
of which rtia (69 percent) were originally financed under section 221. 

Now, 69 percent of the abandoned housing means the Federal Gov- 
ernment has become the largest shun landlord in our community. I 
tliink of these particular properties we have gone on to document the 
maintenance problems, which we have alluded to in our opening. 
Although they are HUD-held. the fact is that tliey are not being 
maintained, and these types of things of deterioration and blight 
have caused the great problems. 



Digitized OyGOOgIC 







MiikttTiU 




HlEhroli. 

at 


Siilnidlz»]' 




CHi/BMHity . . 


203 


IM 


m 


T«.l 


Gtyoiamn^n: 








i 


i! 




^i:::::::::::::::::::: 


;;;;;; i; 






SJ 


Totot...; -,. 


1S6 


5».-. 




515 


36 


7SJ. 



I'tl like to look at our city very briefly. We have a young city. The 
median age in Compton ia approximately 20 years. Close to 50 per^ 
cent of the population is under the age of 18, and they are attending' 
scliool. 

Ill an economically deprived area witli high unemployment, areaB 
still exist-whicli are as stable as any sections in southern California. 

'riie fulfilling of housing needs of the low- and moderate-inc6me 
population is of immediate concern to us. 

FHA-insured loans is the only means by which homebuyers can 
finance ill the Compton areas because of the practices which have 
been highlighted by the discriminatory lending and mortgage prac- 
tices, which are referred to as redlining. 

Recently, attention has been focused on the fact that Compton is 
redlined by State charter savings and loans. The dependency on fed- 
erally insured financing is the only means of homeownership for low- 
and moderate -income ftmilies. This coupled with the fact that Comp- 
ton's housing problem next to abandonment is property maintenance 
and overcrowding. Financing either repairs or room additions re- 
quires tlmt loans be made. 

In terms of the study, by the Center for New Corporate Priorities. 
Compton receives only $2.41 as compared to $617.03 in Beverly Hills 
of per capita mortgage dollars. I think the comparison is very appar- 
ent in terms of these redlining practices by lending institutions and 
insurance firms. 

These unfair lending practices, unsuccessful FHA insurance pro* 
grams, are two of the primary reasons why Compton is experiencing 
the exodus of stable residences and businesses. We need a program 
which will end the cycle of repossessed housing. 

One possible solution, particularly in Compton with its abandoned 
housing, is the new "urban homestead" pi-ovision or section 810 of 
the Housing And Commimity Development Act of 1974. 

The city of Compton will apply for the demonstration program. If 
selected, we hope to serve as a prototype for black communities across 
the country, because we believe what works in Compton will work in 
any other community similar to ours. We see the program providing: 

1. Homeownership opportunities for low- and moderate-income 
families. 

2. Stabilizing neighborhoods experiencing moderate vacancy. 
. fi. Retuniing tax-delinquent parcel to the city's tax rolls. 

4. Increasing the attractiveness of neighborhoods throughout the 
city. 
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5. Increasing the inventory of good habitable dwelling unite. 

6. Preventing the spread of blight. 

7. Encouraging movement of owner-occupants into the city. 

8. Discouraging abandonment of properties. 

It will take the involvement, cooperation, and hard work of HUD^ 
VA, local lenders, the local government and concerned citizens in th& 
community to halt these problems which plague most of the inner- 
cities across the country. 

I think airhnportant step in this direction has already been taken 
in this direction with the introduction in the Senate of Senate ^ill 
1988 "Abandonment Disaster Demonstration Belief Act." 

We applaud this as one of the best attempts we have seen to arrest 
the degeneration of the housing stock in metropolitan areas; and we 
i^;ree with Senator Harts' statement, ". . . It is difficult to deny that 
the Federal Crovcrnment is not at least partially responsible for the- 
problem." 

May we add to that — and should aleo assume the responsibility for 
a solution. 

Our concern is that this new effort not repeat the mistakes we have- 
made in the p&st. 

We believe, for example, that a part of the problem has been the- 
absence of local influence in the approval of projects and programs.. 
We note with some pleasure that Senate bill 1988 contains the provi- 
sion that the proposed Neighborhood Protection Corporation in 
carrying out its functions must comply with any applicable commu- 
nity development program and comply with any applicable housing- 
plan or program and that lack of coordination has been a real prob- 
lem, I believe, in the communities. 

This provision alone would make the bill worthy of support; but,, 
of course, the bill provides a great deal more than that. It changes; 
the entire thrust of rehabilitation and residential redevelopment and 
will provide an opportunity to concentrate our efforts on entire neigh- 
botiiocids, rather than scattered abandoned dwelling units, which we- 
feel is a "Band-Aid" approach and Piecemeal- and has a circulatory- 
effect. I believe it has been documented in Los Angeles County that 
even witli the rehab programs it takes approximately 1 year to return 
to the same status. 

Our analysis of the bill revealed only two areas of concern. The- 
first, and rather minor concern, is that we have some difficulty in 
understanding why the Secretary of Agriculture is proposed as a. 
member of the Board of Directors of a corporation whose responsi- 
bility is the management of a demonstration housing program in- 
metropolitan areas. 

Our second concern is more serious but, perhaps, easily remedied. 
Section 6 (g) of the bill states that: " * * • the corporation shall' 
determine that the homes themselves are in decent, safe, and sanitary 
condition at the time of sale." 

We would like to add a provision that the houses also meet the- 
requirements of local codes where those codes are more strin{i:ent than 
FHA or VA codes. Such a provision might be qualified in the guide- 
lines to avoid this provision if conformance to local code require- 
ments would increase the price of a rehabilitated unit to a level above- 
the median price for similar housing in the metropolitan area. 
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I thank you for your attention. I a^ain commend both Senators 
Mondale and Hart for introducing this desperately needed legisla- 
tion; and you, Senator Cranston, for being concerned enough to come 
help us to evaluate and to proceed, we hope, to support and imple- 
ment this needed legislation. 

Thank you all. 

Senator Cranston. Thank you, Doris, very, very much. 

In regard to those figures that you gave on the amount of private 
money mvested in homes in Compton as against Beverly Hills, has 
the city made any great efforts with private financial institutions, 
■either on an individual or a pool basis, to get them into the city? 

Mayor Davis. Yes; we have during the last year worked consist- 
ently with each of the lending institutions in our community, and also 
with the larger big three of the State in terms of proven discrimina- 
tory practices, especially to our small businessmen. We have cited 
these statistics. We have tried to get the commitment. We are told 
that the policies of the head office of these banks are not consistent 
with this — and these obviously must be some loan committeemen's 
inequities. 

We have instances such as a business person who is financing an 
appliance, a community person, who is deprived of approval of a 
loan application for a television appliance, for example, through any 
one of the big three and will go to an adjoining community, such as 
Huntington Park, with the same application and the same appliance 
and be approved, and we have documented many sources or these 
discriminatory lending practices. 

We have testified with the Governor's State "Red-Ldning" on these 
types of practices that also are helping to stifle the community's 
growth. 

Senator Cranston. Do you have any kind of a preventative or 
«arly warning system going so that you know when a house or a 
street is beginning to reach the point of decay and abandonment? 

Mayor Davis. Kg; we have really not been able to develop that 
because the problems witli medium, small-sized cities is with stafSng. 
Now that we are reorganizing under the Community Redevelopment 
Act, we are able to give more emphasis to this type of analysis, but 
prior to this we have not had the resources nor the staffing to try to 
do this kind of preventative work. 

How does a person let anyone give a signal that they are in dis- 
tress in terms of mortgage payments! By the time we look into it, 
they are gone. 

These are the kinds of things we encounter. I wish there were some 
system, some way that perhaps we could get indications of other 
things that have been tried throughout the country in other commu- 
nities, such as ours, that we might try to do that. 

Senator Cranston. Yesterday in Oakland, Councilman John Sutter 
suggested that a system be set up, on a voluntary basis, where neigh- 
bors in a block would let some central place know when a home had 
been abandoned, and then there would he some organized group of 
people who would serve as caretakers and actually move m and live 
there until the home was transferred to some other family. He sug- 
gested this as a way to prevent the empties and the vandalism. 
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' It developed also in the course of the hearing that in London they 
have a Bystem called "Licensed Squatters," and these people move in 
to take care of the home until some other family takes over, end then 
they move to another one. It provides employment and shelter for 
those people. 

Do you think such a system could be worked out ? 

Slayor Davis. Well, we proposed 2 or 3 years ago to the area HUD 
office, that the city would step in, especially on maintenance, and that 
we could take over and assume tjie responsibility for renting or leas- 
ing these homes or at least doing the maintenance. Our city attorney 
and HUD cannot — there is some very hard line between tne federal 
regulations that will not enable a small local municipality to step in. 

We have thoroughly explored this. We offered this several years 
ago, and we were told that we cannot do this unless we set up some 
legal mechanism. 

HUD has told us that they would be in conflict of making the ^ft 
of public funds, and it would be interpreted that way, if they were 
to even engage in any program, such as this, and that has been a 
deterrent. 

We would willingly step in and do the management because as we 
have cited, it has been such a critical problem. 

If there could be worked out some means where we could have 
temporary management or even if we could have, within their own 
guidelines, the type of managers that are paid by HUD to do this 
work, who have been derelict m their duties, things could be worked 
out. 

Nov/, we have had some input into the area offices so that we could 
make them aware that these kinds of things are consistently and 
r^eatedly happening. We have brought this problem up to our area 
office, and they have worked with us cooperatively; and, yet, it has 
not been as successful as it should be. 

Senator Cranston. Regarding your abandoned homesteadin^ pro- 
gram that you're seeking to develop, is the city going to be in the 
position to provide subsidies for that at all, and are you going to be 
able to use the section 8 leased housing programs in connection with 
that ? 

Mayor Davis. Yes. Under the urban homesteading, which we are 
applying, we hope that with a combination use of 312 money — and 
that is the problem with the urban homesteading: It is not federally 
financed with additional money, and we'd be "robbing Peter to pay 
Paul" to have to subsidize and to make moneys available out of, for 
example, our housing and community development money. 

Unless there are ample provisions attached for allocations for the 
upkeep or the renovation rehab of these properties, then it will be 
a drain on already meager resources of the small municipality. 

Senator Cranston. How much in terms of Federal funding and in 
terms of dollars are you using now for rehabilitation efforts^ 

Mayor Davis. In terms of rehab, we have only just started institu- 
tion of it. Just this last month we have worked with private devel- 
opers, but the city itself has not had approval for a rehab program 
as such, none whatsoever. 

Senator Cranston. Is inability of a family to pay property taxes 
ft major cause of abandonment ? 
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Major Davia No, it is not. Actually, because under the laws of 
Los Angeles County, that inability can accrue to a period of, I'm not 
: sure, at^ut 3 to 5 years — is it !-r^efore they are evicted on that basis, 
so the real problem seems to be on the maintenance of the property 
•itself and tm the actual payment ability of those persons who are 
buying to pay the notes. I think that is the crux of tlie matter. 

Senator Cranston. Does the city of Compton acquire homes very 
often through condemnation* 

Mayor Davis. No, the city itself does not. 

Senator Crajjston. You never do? 

Mayor DavIs. Well, we do, yes, but generally we have stepped this 
up a great deal because of deterioration. 

Senator Cranston. If you do acquire a home, what do you do 
with it? 

Mayor Davis. Well, that is why we hesitate in the acquisition, 
because many times by tlie time we have acquired it, it has become 
a safety hazard, and it goes to demolition ; and then, naturally, it goes 
off the tax roll, and it gets to the point where it has gotten so far 
beyond oar reach that we have to take another residence out of the 
■city and that is regretable. That's another continuum of the problem 
that we have been faced with, but we have done quite a bit of con- 
demnation recently. 

Senator Crakston. Congress Hannaford, do you have any ques- 
tions? 

Congressman HANNAFORn. I would just like to commend Mayor 
Davis for this statement. I was previously a mayor of a city that is 
somewhat smaller than yours and, perhaps, slightly more affluent, but 
the problems you described are exactly the problems that brought this 
to my attention and interest as mayor. 

I'm fascinated. Senator, with the "licensed squatters' " concept that 
you mentioned, but I wonder if that is not precluded by the problem 
that I think the mayor has experienced. This problem is the length 
of time between actual abandonment and repossession, during which 
time there has* been no legal possibility of anyone moving in oecause 
it is still in the ownership of the person who is abandoning it. 

Do you have any figures on how long that is, Mayor Davis? 

Mayor Davis. I did go over that entire schedule. I don't know if 
there is anyone from the area office here that could give us the exact 
figures on that, but as I recall, it can be something from 9 months to 
1 year before the entire process has gone back to the Federal Govern- 
ment. At that time, even at 1 year's time — now, that means that this 
house is sitting there, perhaps, even for a period of 1 year or greater, 
and before the Federal Government rightly can legally step in and 
begin something, I don't know. 

I think this is a very critical problem, because if you could in some 
way add some provision here that could streamline or enable an emer- 
gency provision, for example, that the local jurisdiction could step in 
prior to the completion of these, and then there is always legally the 
possibility of a person being able to go back and recoup their losses 
and take the title over or repossess their property, but I'm sure that 
the studies would show that this is very rarely done, as you've 
pointed up. 
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I don't know what we could do; but I think if we could do that, 
we could salvage our areas. 

Senator Cranston, There must be a way to make it possible to do 
that. 

Congressman Hannaford. I hope so, Senator, because I really 
think Diis is the crux of our problem. 

Mayor Davis. I do, too. 

Congressman Hannaford. It's not what the Federal Government 
is doing with the house after it gets it 

Mayor Davis. No, 

Congressman Hannaford [continuing]. But it's that long delay 
before it becomes a part of the federal inventory, which you as a 
mayor cannot do anything about, and I as a mayor could not do 
anything about ; it sat there 

Mayor Davis. That's right. 

Congressman Hannatoed [continuing]. And it's during that period 
of time that it has become unmarketable. At the time of abandonment 
you could market it very well. 

Mayor Davis. That's right. I'm so glad, thank you, for this respon- 
sive note, because we've gone through this. We have looked at every 
single possible means; and, obviously, HUD's hands are tiwi on this. 

I believe, as Senator Cranston says, that there must be a way ; and 
if you could in some way address this problem in here in terms of 
emergency acquisition, and I don't know — do you have any ideas? 
Has anyone brought anything out? 

Senator Cranston. Since I'm not an attorney, I'm not going to ven- 
ture any opinions at this point, but I intend to find one who will look 
into it. 

Mayor Davis. Very good. Thank you. 

Senator Cranston. One attorney at my left is going to have the 
responsibility for finding the way to do that. 

Mayor Davis. May I say that the attorney at your left was at one 
time one of our city attorneys, so she is very much aware of the 
problems of Compton. 

Senator Cranston. Doris, thank you very, very much. 

Mayor Davis, Thank you again. 

Senator Cranston. You've been very helpful. Before going with 
the panel that will be next, we are going to take a 3-minute break. 

[Short recess was held.] 

Senator Cranston. The hearing will come to order. 

We will next hear from the panel consisting of Ralph Fertig, 
Michael Salzman, David Lizarraga, Joseph Korpsak, and Henry 
Dotson. Would you please come forward and be seated over here, 
those of you that are present, 

Ted Watkins is not here, I was with him earlier this morning, and 
he is well aware of what we are doing, and I was given his thoughts. 

Would you please identify yourselves for the record, starting at 
the left, 

Mr. Sai^man. I'm Michael H. Salzman, executive director, Los 
Angeles Housing Authority. 

Mr. Korpsak, I'm Joseph Korpsak, executive officer. Valley Asso- 
ciation of Cities. 
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Mr. DoTBON. I'm Henry B. Dotson, of the Concerned Compton 
Citizens Organization. 

Senator Cranston. If you have any prepared statements, I would 
like to ask that you submit them to us for the record. Tlie committee 
would like to have each of you just briefly summarize whatever key 
points you feel you want to express to us, and then we have some 
questions for you. 

STAIEHEITT OF MICHAEL H. SALZUAK, EXECUTIVE DiaECTOB 
OF THE HOUSING AUTHOBITT OF THE CITT OF LOS AHOELES 

Mr. Salzman. Senator Cranston and Congressman Hannaford, 
good morning. My statement is not too long, but basically what I pro- 
pose is this: that for a Federal demonstration to maJse a mark of 
success, it should establish a system for process that becomes repro- 
duceable by either local units of government or by the private indus- 
try; and, otherwise, the success could be very limited and would help 
very few people or help even fewer communities. 

There have been a number of instances where there have been suc- 
cessful Federal demonstrations, but they never had caught on. We can 
go back to the New Towns or the Green Towns bill, way back in the 
early days of the New Deal administration. From many aspects those 
projects were highly successful, but they never generated the ability 
to be reproduced by private industry. 

Similarly— and one of the major points I make — is that there are 
large-scale abandonments and repetitive abandonments in many areas, 
particularly here in the south-central part of Los Angeles, and most 
things that could be done aren't going to help unless you can also 
increase the job opportunities for people in the area. 

Not very far from here there was a very good demonstration of 
this. An aircraft assembly plant was built where the local indigenous 
people were trained to fill those jobs, and it has been so successful 
that about a year ago that firm wanted to recruit people for another 
firm in Palmdale. They advertised in a Los Angeles paper, and that 
kind of success cannot be rubbed out ; but, on the other hand, to really 
do any good, maybe we need a thousand more plants like it. 

Yet, Oiat was done with some economic development administration 
assistance, but it is not a reproduceable system so that we can keep 
going with it; and as long as people are largely unemployed, we are 
going to find that we will continue to have abandonments. 

Now, back a few years ago, the Housing Authority of the City 6f 
Los Angeles was able to cosponsor with the local area office of iftjD 
so that we were able to put out a bid proposal for developers to pur- 
chase 25 homes from HUD on scattered sites, rehabilitate them in 
accordance with the Housing Authority specifications, and then lease 
them to the Housing Authority under section 23. But under section 8, 
it isn't possible. As far as substantial rehabilitation under section 8, 
there are no set of sites that the Housing Authority could get. We 
could only respond to advertisements that HUD might make. 

So far they haven't made any to this area organization ; and if you 
want to respond to the ad and you have only a short time, how do you 
work out the mechanics to take a lot of these houses out of HUD? 
You can't entice the private entrepreneur to purchase these frcm 
HUD and then rehabilitate them to lease it to us. 
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. Changes made in section 8 could help pick np many of these be- 
cause many of these homes are in areas that people don t want to buy 
in, but they certainly can make very good housing for people who 
can't afford to buy tliem. We frankly would prefer many single- 
family homes to putting people in projects. It works. We have got 
several hundred that we operate right now. 

Essentially, those are the points I wanted to make, Senator. 

Senator Cranston. Thank you very, very much. It's very helpful 
to have you with us, I appreciate your testimony. 

[Complete statement follows:] 



The purpose of S. 1988 is laudatoi? in tbat it proposes a demonstration to 
teat new ways to acquire and dispose of abandoned property and to develop 
new financial resources for communities affected by tbe disaster of large-Kale 
abandonment. I support the purpose wholeheartedly. 

For a federal demonstration to malie the mark of "success" it must have 
Established a system or process that becomes "reproducible" by either local 
units of government or by private enterprise. Otherwise what might have been 
a success Is only successful in a very limited way, helping few people, and 
helping even fewer communities. But, what is probably even of greater im- 
portance, valuable time may be eaten up waiting for the demontration to 
prove Itself. Obviously then, other existing programs must lie continued and 
future cries of "let's wait for the demonstration to run Its course before we 
consider other possible programs" will hopefully fall on deaf ears. 

Lai^e-scale abandonment and repetitive abandonments are symptomatic 
^ey aren't only indicative of a downturn In the economy but realiably Indi- 
cate those areas of a metropolis where historically much higher rates of tinem- 
ployment and underemployment have piisted and still exist. Ways must be 
found to create employment opportunities for the people in those areaii, 
thereby tackling tbe root cause of large-scale and repetitive abandodmenta as 
well as finding bonafide solutions to the many other problems faced in metro- 
politan areas : reduction of vandalism, reduction of erime, elimination of 
human degradation, and improving the financial condition of cities. The rapid 
and whoIesaJe elimination of unemployment and underemployment Is the one 
single step this country can take tliat would be most meaningful in uplifting 
this nation, in preserving the moral fiber of our people, and In revitalizing the 
morale our forefathers were noted for. This country, historically known as the 
land of opportunity, must gird itself with the wdll to make our land one of 
opportunity for all Its inhabitants. 

There are some malingerers but the fact remains that the enormous and 
vast majority of American x>eople are imbued witn the spirit of work and the 
knowledge of how work can improve their lives — and this applies equally as 
*ell to those who have ■been unemployed for long periods of time, even to 
members of second- or third-generation faoillies on welfare. But they want 
work, meaningful, work, not governmental make-work programs that seem to 
get turned on and off — obviously, they even rush to make these if there is 
nothing else. They want permanent Jol>S In private Industry, jobs that produce 
goods and services and such j<*s will exert deflationary pressures to help com- 
liat inflation that robs our people of their savings, their ability to live de- 
cently, and to Improve the circumstances of their lives. 

Federal policies and programs, spanning several decades, have contributed 
to the flight of industry from the cities and to the flight of those who were 
and are more aflluent, leaving cities relatively destitute and with large seg- 
ments of their population unable to find jobs. In the land of oppoitunlty, 
America's cities have historically offered the greatest opportunity for educa- 
tion, for jobs, for advancement and for improvement. 

I would agree with the Presldpnt when he speaks of the necessity of tax 
Investment credits and increased stock dividend exemptions from taxation as 
a meami of increasing the flow of money into the creation of new plant facili- 
ties and hence the creation of more Jobs ; but only if there are greater Incen- 
tives to assure that new plant facilities are created within the cities and that 
the jobs thereby created go to the indigenous population residing In the plant's 
vicinity through specific on-the-job training. There are several very successfnl 



lllustratloDB of tlte foregoing, ooe Q11I7 a abort distance from the site of this 
hearing. 

SraCiriC BBCOUUENDATIOIiS FOB B. IBBS 

P.13(e) — The addition of: "However, where a community rederelopm^it 
agency exists, said acquisition shall be achieved by contract witb the com- 
munity redevelopment agency following the established procedures of the 
affected community." 

p.l3(f ) — Change as follows: breaking (f ) Into two sections: 
. (f) with reapect to any real or residential properties the Corporation has 
acquired pursuant to this section, the Corporation may, by contract or other- 
Tvise— <1) Insert exIsUng (2) 1 (2) Insert existing (S) ; (8) Insert existing 
(7) ; (4) Insert exisUng (8) with the following changes so that lines 13, 14, 
and 15 of page 14 read as follows: "change in Its use, the Corporation, or In 
the event there is a prospective purchaser, the prospecdve purchaser shall 
make application for such change in use In accordance with the established 
procedures of the affected units of government. Any Instrument ex-" 

(f) With respect to any real or residential properties the Corporation has 
acquired pursuant to tills section, the Corporation shall, in the event any of 
the following are deemed desirable, contract with the alfected community to: 
(1) Insert existing (1) ; <2> Insert exiaUug <3} ; <3) Insert existing (4) ; (4) 
Insert existing (6). 

P.14(g) — Change to read as follows: (g) Except where the property is being 
■disposed of in conjunction with and urban homeateadlng program t>eing car- 
ried out by the affected community, tne Corporation shall determine that the 
homes It sella are In decent, safe, and sanitary condition at the time of sale. 
In the event of a sales which does not meet this requirement, the Corporation 
shall, at Its option, make expenditures to correct, or to compensate the pur- 
chaser of any dwelling for occupancy by fewer than Ave families to place sudi 
homes in decent, safe, and sanitary condition; If (1) the dwelling was sold by 
the Corporation, (2) the purchaser notifies the Corporation not later than one 
sear after the sale, and <3) the defect Is one that existed on the date of the 

P.16(l) — Change to read as follows on lines 17 and 18: "(i) The Corporation 
shall provide directly or by contract with the affected community counseling 
on household management, property man-" 

Comment on p.l8(5) ; A desirable but probably an Impossible objective to 
achieve in many areas afFected by the diaster of large-scale abandonment. 

Senator Cranston. Mr. Korpsak, you may go ahead- 

STATEMENI OF JOSEPH KOEPSAK, EXECUTIVE DIEECTOH, 
VALLEY ASSOCUTION OE CITIES 

Jlr. Korpsak. Thank you. My name is Josepli Korpsak, I'm execu- 
tive director for the Valley Association of Cities. I am supportive 
of your legislation. I wish to thank members of your panel here — 
Congressman Hannaford, Jerry Buckley, and Carolyn Jordan — for 
this opportunity to speak regarding S. 1988. 

T wish to thank yon, Senator Cranston and members of the Senate 
Subcommittee on Housing, for giving me this opportunity to testify 
regarding S. 1988. 

The purpose of this act, as 1 understand it, is to establish a neigh- 
borhood protection corporation to make possession of abandoned resi- 
dential properties in order to prevent the continued deterioration 
and destruction of neighborhoods and communities and to liold and 
assemble parcels of land for the oi'derly development and redevelop- 
ment of neighborhoods and communities consistent with local govern- 
ment codes and ordinances. 

Review of this legislation is consistent with VAC's policy state- 
ment which proclaims it will support legislation related to its func- 
tions, goals, and objectives of its organizations. 
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VAC is a California consortium of 10 cities — Chino, Claremont, 
La Verne, Montclair, Ontario, Pomona, San Dimas, Upland, Walnut, 
and West Covina — situated partly in a two-county area — Los Angeles 
and San Bernardino— as a joint-powei-s entity, and it was formed 
specifically to overcome its then areawide problems of boarded-up, 
vacant, and abandoned housing as identified in August of 1974. 

A year ago, we developed the goal of reducing the HUD inventory 
of Secretary -owned single-family units from 800 to 200 by Decem- 
ber 30, 1975. As of this date, we have exceeded that eoal by our com- 
bination, reduction, and prevention program funded oy HUD's "701" 
funds and Department of Labor's "CETA" manpower funds. Also 
during this same period, we have facilitated the reduction of the VA 
abandonment inventory from 200 to 40. 

However, I must indicate that in Pomona we Still have 799 
boarded-up vacant units belonging to VA — or formerly HUD — and 
a substantial number of them belong to private lenders. Part of the 
problem on the VA and HUD resales is that the occupancy doesn't 
occur immediately, and there are some problems we have identified 
with VA and HUD performing on a very rapid basis appraisals 
necessary so that these homes may be subsequently insured and guar- 
anteed and occupied by families that wish to purchase them. 

Our success story, which relates to this reduction from 800 to 200 
and from 200 to 40, respectively for HUD and VA, is contained in 
our award-winning "Mayors' Abandoned Housing Report" [Received 
award certificate from American Institute of Planners in 1974 for 
being an outstanding example of intermunicipal cooperation to deal 
creatively with the problems of abandoned housing], and we have 
recently completed a report entitled "Causes, Consequences, and Solu- 
tions to Abandoned Housing Report" of which complementary copies 
are here intended for your study. 

Specifically, in reviewing S. 1988, I wish to make the following 
observations : 

One: The definitions for single- family and multifamily abandoned 
housing are consistent with our observed experience and what is 
reported in the current literature on abandonment. 

Two : An alternative to the current array of solutions to abandoned 
housing is needed because HUD's and vA's property disposition 
resales programs may be committing and recycling the same errors 
in spite of the abandonment reductions which they nave been accom- 
plishing in the past 6 to 9 months, particularly m the Los Angeles 
area, and they have made significant reductions in their inventory, 
particularly in our area. 

Three: The proposed corporation's redevelopment activities are 
contingent upon apftroval of the local governing body which is com- 
mendable consideration. 

Four : Under this proposed legislation, the corporation should also 
include urban homesteading with a homeowners' counseling program 
as part of its disposition program, which is an excellent idea. 

Five: That corporation-acquired properties requiring demolition 
should be converted, when appropriate, to park facilities. I don't 
think this is indicated. 

Six: The proposed corporation should have its contracted home- 
owners' counseling program services provided only by local HUD- 
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certified counseling agencies. No additional bureaucracy or teclinical 
guidelines need to be developed ; they alreadv exist. 

Seven: That VAC agrees that housing aoandonment is still the 
m^or housing problem in our urban and inany suburban cities. 

Eight : The proposed three metropolitan housing areas for the cor- 
poration's demonstration program should be Los Angeles, Detroit, 
and Pomona- 
Nine : T]ie time for abandonment to HUD resale is too long and 
requires an effective intermediary government-sponsored corporation 
to prevent the ravages of abandonment, and this is what we see your 
bill as. 

Ten: The expense of abandonment to all public a^ncies and its 
contribution to the shortage of adequate housing is significant. We 
talk about shortage of housing. If we had all the current vacant 
houses occupied, we would be able to reduce that shortage quickly. 

As is my practice, I have tried to keep my testimony brief and 
concise. I would be happy to answer any of your questions. 

Thank you, 

[Statement/position paper follows:] 

(By Joseph F. Korpsak, Executive OflScer, Valley Association of Cities) 

Valley Association of Cttieb : The MuLir-Cirr ABAsnonED 

HOUBING CoNSOsnuu 

Tbe followins text was delivered before the "Issues In Federally Assisted 
Houijing" panel during tbe Institute on Human Resources Development, spon- 
sored by tbe California League of Cities In Oakland, California, on Septem- 
ber 13, 1974. This exposition identlfles the newest type of multt-clty consortium 
which has been organized to overcome tne problems of abandoned housing In 
tbe Southern California area known as the Valley Association of Cities (VAC). 
VAC consists of tbe cities of Chlno, Claremont, La Venie, Montclalr, Ontario, 
PomoDa, San Dlma. Upland, Walnut and West Covina, which are located in 
the two-county area of Los Angeles and San Bernardino Counties, and repre- 
senting a resident population in excess of 360,000 persons. 

In October 1973 tbe Mayor of Pomona, Ray Leptre, called together the cities 
around Pomona to Join him In a meeting of neighboring mayors to discuss the 
situation of abandoned housing in what was to become tbe Valley Association 
of Cities (VAC) area. The initial meetings led to tbe exploring and documen- 
tation of the abandoned housing problem in the VAC area. 

Subsequently a staff report was pubiisbed entitled, "The Greater Pomona 
Valley Action Committee on Abandoned Housing". This study detailed tbe 
abandoned bousing problem wherein It was determined approximately 1,000 
bouses were vacant, boarded-up and abandoned in the Valley Association of 
Cities area. Approximately 700 of those homes belonged to federal agency 
known as Housing and Urban Development/Federal Housing Administration 
(HUD/FHA). This compared unfavorably wltn the 7,000 HUD/FHA houses 
that were vacant in the entire County of Los Angeles and compared aatlon-wlde 
to the 250,000 HUD/FHA abandoned bouses. 

Problems connected with abandoned housing showed that the neighborhoods 
suffered from general blight, lack of maintenance, vandalism, depression of 
property values, and conditions which were conducive to additional families 
abandoning their homes. Tbe report made several recommendations, of which 
one was to establish a Valley Association of Cities (VAC) to tackle vigor- 
ously, actively, and politically the problem of abandoned housing in the VAC 
area. As a result of tbe report and Its recommendations, the participating cities 
jointly formed together in a formal joint powers agreement for the purpose of 
reducing the number of abandoned bouses in their ludividuai cities. 

The funding of the organization, known as VAC, came from grants from the 
U. S. Department of Housing and Urban Development, Department of Labor, 
and the State of California. VAC is structured to accomplish the following 
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goala ; (1) to rednce the ntimber of abandoned bouaes In Che VAG arofr front 
the current level o( approximatalj 1,000 to 200 by December 1B76, and (2) to^ 
preveiit further abandonment of Bingle-family atmcturea In tbe VAp area. 

In order to accomptiah these goals, VAC Is staffed to tferfonn the followii^ 
fonctions: (1) to atlmnlate Initially HUD/FHA to make available for sale its 
vacant, boarded-up, abandoned houses, (2) to provide default and delinquency 
home ownership counseling In order to prevent additional abaodonmest, (3) to 
conduct a study to determine why people abandoned their homes, (4) to 
institute a program of early warning and Identification of potential abandon- 
ment-like conditions, (5) to monitor the maintenance cotractore' Tespoasiblllties 
of HUD/FBA's agents responsible for these properties, namely the Area Man- 
agement Brokers. 

These programs are currently being undertaken by VAC with a great deal 
of initial success. This is indicated by the fact that during the previous 12 
months ending July 15, 1974, only 30 HCD/FHA houses were available for 
remle, while during the last 80 days (July 16, 1874^September 18, 1974) ap^ 
proiimately 250 HUD homes have been put up for sale and approximately 100 
houses have been sold. 

The VAC is governed by a Board of Directors which consists of City Council 
members from each of the participating cities. Meetings are held once a month 
to monitor the progress of VAC's objectives and to transmit Information re- 
garding the abandoned housing situation In the VAC area. 

Currently the VAC is staffed by eight full-time staff members organized 
around the five previously identified functions to eliminate and prevent aban- 
doned housii^. 

The relationship between the Valley Aiwociation of Cities and HUD Is one 
of mutual exchange, communication, and a series of requests in order to have 
the effect of reducing and preventing abandoned housing In the VAC area. As 
a consequence of VAC's short time in operation it has been recognized by the 
American Institute of Planners In being awarded a state-wide California Chap- 
ter Award for dealing with the critical housing crisis and creation of a multi- 
city organization to put into effect remedial programs related to abandoned 
housing and its prevention. 

It is anticipated tliat with success by VAC in dealing with the problem of 
abandoned housing, that it will branch into other problem areas, such as un- 
employment, economic development, and area-wide outdoor recreation pro- 
grams. 

Additional informatiou regarding this experiment In Intergovernmental co- 
operation in order to tacltle problems can be secured by contacting the Valley 
Association of Cities, located at 666 North Park Avenue, Pomona, California, 
91768, or telephone (714) 623-4456. 

Senator Cranston. Thank you very nrncli. 
Mr. Dotson, you may proceed. 

STATEMENT OF HENRY B. DOTSON, SE., CONCERNED COKPTON 
CITIZEN 

Mr, Dotson. I'm H. B. Dotson of Compton. I'm head of the Aseist- 
dnce Initiative Participation Coordination Commission of Compton, 
which was an outgrowth of the Crime Commission, and I'm very 
happy to have this opportunity to make this short statement to this 
committee and hope that it may have some impact. 

According to the 1970 Census, the percentage of homeowners in 
Compton is above 50 percent. With the median age at 20,5, it is 
obvious that Compton has a young population witli an earning 
capacity that has good potential for homeownership. This, of course, 
will be predicated upon the economic situation. It can also be fore- 
seen that the occupancy time-span for these young people can be fore- 
cast at 10 to 15 years. S. 1988, if passed, will provide the kind of 
incentive that will generate homeownership as well as good home 
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maintenance for those who need it most for growing families. Empty 
and boarded-up homea contribute to thft eaTly deterioration of any 
neighborhood or area reeardless of the type of housing located in 
that area or neighborhood. 

Abandoned houses provide places for criminal elements to meet, to 
store stolen property, and to execute the sale of dangei*ous drugs. 
They provide an open invitation to street prostitution, an invitation 
to firebugs, and always an open invitation to vandals and all aspects 
of vandalism. In addition, they present safety hazards for small 
children as well as health hazards as a result of their being breeding 
grounds for rodents and other pests. Usually houses which are aban- 
doned are on weed-infeeted property which is extremely susceptable 
to fire which could cause widespread damage. 

According to the 1970 Census, the vacancy rate in Compton was 
5.3 percent. With the vacancy factor on the increase within the past 
24 months, a large percentage of those vacancies have been boarded 
up. Many others have been abandoned by absentee landlords, because 
bringing them up to code and making them liveable has proi'en to 
be very costly. The factors surrounding this situation are not acci- 
dental. They stem from several causes : 

First; Inadecjuate floor-space for the previous occupants. 

Second : Inability to meet current mortgage payments. 

Third : Desire to relocate in a new community. 

Economics has play a part in all three of the above factors. The 
suggestions in S. 1988 dealing with economic factors seem to be work- 
able ones. They have merit m several areas. Most greatly, in regard 
to the fa«t that they provide : 

One: A vehicle through which adequate housing can be provided 
for those who desire it. 

Two : Educational value through the proposed corporate structure. 

Three : Ample provisions for lay input. 

Four: A viable mechanism by which Government redtape can be 
cut. 

Five: Meaningful employm^it of the skilled trades that is very 
necessary to facilitate and bring about a change in the housing situa- 
tion as it exists in Compton and other southern California commu- 
nities. 

Six : Not only remodeling, but also suggests and includes the demo- 
lition of housing that would be too costly to remodel (i.e., one- and 
two-bedroom frame and stucco cottages and one- and two-bedroom 
bachelor-type apartments). There is additional merit in the plan, as 
proposed, in that it permits and encourages new land use. 

It is generally known that where there is an adequate standard of 
housing, the vacancy factor is always low, and the investor is almost 
always guaranteed returns ou his investment. The corporate structure, 
as proposed, seems to be sound, workable, as well as within the grasp 
of lay people. 

With the present backlog of vacant houses now held by HUD, the 
VA, and FHA, which now meet present construction codes, and with 
these Goverhmerit entities finding it very difficult to dispose of these 
large inventories that they now hold, the Abandonment Disaster 
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Demonstration Belief Act, if enacted as proposed, will restore ade- 
quate housing to the housing market. The proposed luiaQcial arrange- 
mefits are g(X)d, seemingly sound and within the reach of those wio 
need housing most and who have the least amomit of money with 
which to purchase such housing. 

In summary, special attention is drawn to paragraphs 2, 4, and 6. 

We feel confident that the bodies that must approve S. 1&88 will 
find no reason to delay or disapprove S. 1988. 

Thank you. 

Senator Cranston. Thank you very, very much, and that explana- 
tion of the length of time between abandonment and crime is partic- 
ularly helpful to us. I'm grateful to you for that, 

I will ask these questions of whomever chooses to answer; and if 
somebody wants to supplement or contradict the answer of whom- 
ever speaks first, please don't hesitate to do so. 

"What do you think of the "as-is sales program"? How does that 
work out when homes are turned over to people without any repairs 
being done ? 

ilr. DoTsox. 'What do we think of it ? 

Senator Cranston. Yes. What do you think of the HUD "aa-is 
sale program" where a home is not renovated at all but disposed of 
and somebody takes it over in the vandalized condition ? 

iXr. DoTsoN. I think this only has merit in that the person it is 
turned over to is financially able to bring it up to code. It doesn't 
mean much just to turn over an abandoned house to someone who 
may not be able to bring it up to code, nor is interested in living 
thei-e, other than to enjoy the benefits of maybe what loans might m 
acquired from it. 

Senator Cranston. Isn't that just a way of reducing inventory 
without really exercising any responsibility ? 

Mr. DoTsoN. That is one way of reducing inventory, yes. 

Mr. Salzmax. Mr. Dotson is accurate, because if you turned over 
a liome, you'll find in many abandoned areas that the people that 
may move in do not have the financial capacity to bring it up to 
codes; and, therefore, they might be residmg in housing that was 
neither decent, safe, nor sanitary. 

Senator Cranston. Do you think that the "as-is program" ought 
to be abolished, or should it be revised, or what should we do about 
it? 

Mr. Salzman, I think it depends on the location. In some areas 
the "as-is program" could work because you find people with higher 
incomes that ini^ht buy it and live where they are living and not 
move right in until it has been fixed up. 

Mr. DoT.'Mix. I would like to respond to that, also. 

Tlie "as-is proginni" is attractive only to those who wish to reno- 
vate property, but those who wish to just occupy for a short length of 
time, then the "as-is program" has very little value from my point 
of view. 

Senator Cranston. Have you found any programs that work in 
terms of finding out about a home that is abandoned and taking care 
of it until it's looccupied ? 
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5Ir, DoTSOK. We Iiave in Compton recently begun wliat we call the 
"block club" situation, which is a part of NEA's protection, and it's 
just new in its efforts. 

One of the things that the block club has taken into consideration 
is the fact that aside from reporting crime, it is to do something 
about the abandoned houses that suddenly turn up in certain neigh- 
borhoods. 

Senator Crvjjston. Do they report the moment a house is empty? 

Mr. DoTSON. In most cases, yes. 

Senator Cranston. Then what happens when you find out that is 
the case? 

Jlr. DoTBox. Well, one of the things so that the house will not be 
vandalized, it is required that the owner board the house up, and this 
all the time does not make it attractive to the neighborhood, but it's 
required so that they are not a place for vandalism so the house is 
required to be boarded up. 

Senator Cranston. Wouldn't it be possible to get somebody in there 
immediately as a caretaker instead of boarding it up? 

Mr. Dotson. Yes. 

Mr. Saizmax. Actually, we have been experimenting with kind of 
a screen and lexan that would prevent entry into the building and 
still would not reduce the appearance of the building to where people 
laiew it was empty and could try to break in some other way, and it 
would not detract from the appearance of the neighborhood. 

Senator CE.\?i8T0N. What kind of preventive measure is this! 

Mr. Salzman. It's a screening device with an unbreakable kind of 
glass behind it known as lexan. This, of course, is much more attrac- 
tive so it doesn't deter from the expense of the neighborhood- 
Senator Cranston. How expensive are those? 

Sir. Salzman. It's less expensive than board-up, because Uie board- 
ing up has the labor problem involved in that. 

Senator Cranston. IVhat is the problem in its implementation? 

Mr. Salzman. We are experimenting with it now in terms of using 
it in some of the public housing projects. 

Senator Cranston. 'What is the cost of installing one? 

Mr. Sauman. We don't know yet. We are going out to bid now; 
and the way it shapes up, it looks like it's a lot cheaper than having 
a carpenter go out and put together a boarding-up system. 

Senator Cranston. Could you find out the cost to use this system 
on a house and submit it for the record within 3 weeks? 

Mr. Saccman. Yes, definitely. 

Senator Cranston. Could you tell me the average cost to board up 
a home? 

Mr. Sai^man. No, because we know in our own experience that it's 
the labor and time you take. When you get a carpenl^, his wages are 
fairly hi^, and they have got to go out there. Unless it's a stwidard 
window, then, it's easier because you have everything prepared, and 
you can have screens made up in advance, also, for a stan^rd 
window. 

Senator Cranbton. Well, could you also submit for the record yow 
ostimate of the cost of aetqally bwrdiog up a home! 
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Senator Cranston. Mr. Pertig, please join us. 

Mr. Fbrtio. Thank you, Senator. I apologize for being late; I was 
tied up elsewhere. 

I do have some testimony that I don't want to dwell on because 
I can submit that for the record. 

Senator Cranbton. If you could summarize, it would be greatly 
appreciated. 

Mr. Fbetio. I can summarize quickly. 

Senator Cranston. You can then submit for the record your formal 
statement. 

Mr, Fektig. Thank you. 

Senator Cranston. Go right ahead. 

STATEUEKT OF BAIPH S. FERTIO, EXECUTIVE SIKECTOB, LOS 
ANGLES COMinrSITY ACTION AOENCT 

Mr. Fertio. In quick summary, our major thrust, as the Greater 
Los Angeles Community Action Agency, would draw upon the fact 
that the abandoned housing about which you're concerned, really 
draws upon a heritage of government policies and private real estate 
policies that have left the poor — and particularly those in the struc- 
tures to which you refer — in situations without the infrastructure, 
without the services or the support of the community entities that 
make for a good neighborhood living and a good life; but for the 
most part, if people had any choices at all, they would not live in the 
housing that was encouraged through some of these programs. 

To a very large extent, again summarizing from this testimony, the 
private real estate market has not responded to the needs of the poor. 
The poor have no effective market demand on housing, as of course 
jou well know, neither in the development of it nor m the mainte- 
nance of it, and government programs and subsidies have been the 
only thing that put any kind of capital investment into the private 
sector into the housing for the poor. 

Other programs have discouraged the maintenance of those prop- 
erties — accelerated depreciation, renewal efforts, the fact that most of 
this housing is constructed in the center of the city and to a very 
large extent the land value quickly increased over the value of the 
properties themselves, leading to a discouragement to the mainte- 
nance of some of these properties; that and the private real estate 
ventures — you know full well, Senator, the ripoff of buying up 
houses, making cosmetic improvements, and selling them at profits to 
the poor have led much to the current nightmare. 

We felt in your legislation, sir, some ray of hope and some oppor- 
tunity to begin to deal with some of those concerns, but we wanted to 
suggest a couple of amendments for your consideration. 

One of these draws from the fact that because neither the govern- 
ment nor the private real estate industry have been in the position 
to do more than — the government's part has been really to focus on 
determining eligibility, staying in the black, housing managers have 
to weed out those among the residents who are in lact most able to 
take care of themselves and are most mobile — -"I mean, in favor of 
those who are most mobile, and we now know are least able to pay; 
those who are most poor ; those who are most in need of help. 
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The private real estate, as I have stated, could only respond in 
tenns of profit incentives. There is no profit to be made from the 
housing of the poor. 

We would argue very strongly that there is a need, rather than 
turning to either government or the privat* real estate market, to 
intergrate more fully the agencies of the community action fabric 
that would work together in the residents that would relate them to 
the larger community, social and economic needs, that would try to 
build some of that infrastructure that would take more and fuller 
responsibility. 

We would urge tliat three of the additional directors of the board 
of the National Protection Corp. be nominated for appointment by 
the President of the United States by the community action agencies, 
which have the largest blocks of properties that would be affwted by 
this legislation. 

We would also urge that you establish a community-based body to 
ovei-see the operations of the field offices to protect the interest of 
the poor ; that body could encourage the development of community 
firms. It would be giving investments to the communities themselves 
to manage the properties, and we would urge that actual ownership 
of the land be maintained by the government entities to guarantee 
the maintenance of tlie properties be consistent with the appropriate 
standards and to discourage speculators who have in the past vic- 
timized both the government and the poor. We would think that such 
a body could thwart abuses by realtors, developers, and investment 
firms that have resulted in the 5,871 units reverting from private 
ownership to HUD, and the 2,588 to the Veterans' Administration. 

A third suggestion, Senator, would be that the community action 
agencies in the target areas should review local plans submitted for 
the rehabilitation and disposition of housing units to see how they 
could be intergrated into this larger fabric of day care services, 
manpower services, development services, senior citizen services — the 
whole gamut of what goes into making an area a viable community. 

We would especially stress that extra weight should be given to 
plans which have been developed by groups whose working members 
and constituents include those who would be affected by the program, 
whether you'd draw upon a community action agency or local govern- 
ment. It is less important, I think, than the concept of the participa- 
tion of those who are to be affected by the programs. 

Having said that — that's part of the written testimony or a sum- 
mary of it — Senator, I wanted to add another very, very urgent note. 
You know of almost 9,000 abandoned units here in Los Angeles, and 
we would urge that you would use your influence, sir, to provide 
some immediate shelter in those units. 

I listened with some real horror at the notion that we can board up 
these units, when I know that there are thousands and thousands and 
thousands of people being held in institutions and in camps and in 
detention centers because they have no other place to go. 

[The statement of Mr. Fertig follows:] 
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ing patterns in Loa Angeles whlcb hftve contained and controlled the poor in 
tble Citr. 

Where one lives predisposes what whoolB his children will attend, what 
options he has for ]ol>s, the air he breathes, the kinds of community services 
that he receives. Further, It strongly Inflnencea the qnality of police protection 
and the type of hnman servlcese available to him. This Is largely bo becaose of 
the tax base approach to the allocation of most human services throush loc^ 
governments. 

Iios Angeles Is a foremost example of the way In whlcb entire eommunltiee 
can eiiBt near one another but without effective Interaction. The hard-cote 
poor in lioa Angelex are Isolated and exist apart from all mainstream oppor- 
tunidcs. For them It Is quite a different matter to fie part of a majority poor 
as was characteristic <^ the great depression. It Is also different to be part of 
the temporary poor who are casualties of the current nveseion ; receiving un- 
employment and food stamp benefits, most temporary poor can stay la their 
same homes and secure the services available to their middle-income neigblwrs. 

Current housing patterns tend to control and contain populations, particu- 
larly when they are not only continuously low income, but when they are 
more visible by virtue of race or language barriers. It is in this context that 
most of the housing for low-income people and, much of the housing that 
receives the special government guarantees, was built. Housing was con- 
structed in neighborhoods that were isolated and devoid of necessary support 
services. And as soon as residents had other choices, they moved out of that 
community. There was a built-in situation which meant that those most able or 
mobile left while those least able to manage or, who had no altemaUves, were 
left behind in housing that had I>een constructed by the government for the 
poor. 

Compounding the housing nightmare was the fact that It was constructed 
with little infra structures or support services. There were insufficient com- 
mercial facilities, social services, bealtn back-np, access to transportation, or 
relevance to employment centers that make for a successful and thriving com- 
munity. The social and economic forces that make a place a viable comma- 
nity in which to live simply were not there. 

Without an infra structare, isolation of the poor was further compounded, 
criminal acts and vandalism escalated, the poor preyed on one another and 
residents were forced to travel long distances to reach the nearest atorea 
wlticb more than not were the small markets that overcharged for essetttlal 
foods and medicines. 

Even less capable of managing housing for the poor, than the govenun^it 
Itself, (witness the abysmal record of public housing management) la the 
private real estate industry. 

The governmeid: does not adequately fund management for pabUc housing and 
those trained for managerial roles are frequently consumed with assuring 
eligibility and weed out those MOST In. need In favor of those not able to 
pay. 

Managers are consttantly cat^ht up in the need to Justify themHelves and to 
come out in the "black" on their accounts while the government never really 
gives them adequate funds for the maintenance of properties. Properties, with 
large concentrations of children and dependent sectors of the population, are 
in greater, not less, need of support services. 

It has been demonstrated that the private real estate industry is al>80lutel7 
unable to relate to the needs of the poor. The reason is simple enongfa. TbK 
poor have no effective economic demand capacity with respect to tne private 
real estate market. There is not a private builder In America who will put tip 
housing for the poor without heavy government subsidy and there are few 
owners of real estate who will MAINTAIN bousing of the poor. 

The latter la true because, for the most part, in American cities; the poor 
are concentrated in the central core and tlie buildings which they occupy are 
less valuable than the land on vrtiich those btilljfings sit. Accordingly, there is 
no incentive for private owners to maintain the property any more than tltat 
which Is essential for the sheer collection of rents since they plan ultimately 
to allow the building to be acquired by public authorities or private investors 
and demollsbed for renewal or commercial devdopment The privata ml 
estate market bas never reqionded to the seeds of the poor and bas no eco- 
nomic interest basis for doing so. 
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Because of the btetorlcal boning neglect delineated In tbls paper and Oie 
potential employment opportunities offered In tttifi proposed leglalntlon, we 
folly support 8 1088 as a means of providing for the housing needs of low- 
Incotne people and alleviating the problem of blight created by abandoned 
stmctures. 

Development of a corporation, such as that projected in this legislation, 
oi^ht not to be directed toward the Involvement of the private sector nor 
should it be controlled by forces of government in the traditional sense. 

To provide maximum benefit to the poor and the business commnnlty through 
this legislation, we recommend the following amendments : 

1. Three of the four additional directors on the Board rf the Neighborhood 
Protection Corporation be nominated for appointment by the President of the 
United States by the Community Action Agencies which have the largest blocks 
of properties afFected by this legislation. 

2. Establish a community-based body to oversee the operations of the field 
offices to protect the Interests of the poor. 

This body could encourage the development of commnnlty firms to manage 
the properties, with the actual ownership to be retained by governmental 
entitles. This would guarantee the maintenance of properties consistent with 
appropriate standards and dlsconrafe speculators who victimise both the 
government and the poor. 

Such a body could thwart the abuses by realtors, developers and Investment 
firms which have occurred here in Los Angeles, resulting In S,S71 units re- 
verting from private ownership to tne Department of Housing and Urban 
Development (HUD) and 2,588 to the Veterans Administration <VA). 

3. Community Action Agencies, In the target areas, diould review all local 
^ans submitted for the rebabiiitation and disposition of bonaing units. 

In determining which [dans to adopt, extra weight should be given to those 
developed by groups whose working members and constltaents include persons 
affectwl by the program. 

Inherent in these amendments la a recognition for the need to Integrate into 
this honing proposal the social and economic concerns of the poor and unem- 
ployed, using the Community Action Agencies as a vehicle for this Interlocking 
process. 

Senator Cranston. What people are you referring to ? 

Mr. Fertig. Well, the most munediate and obvious groups are the 
Southeast Asian refugees who are now in Camp Pemlleton by the 
thousands, and that camp is not winterized, and it'e by all means not 
a good place in which to live, where they are to be relocated far from 
relatives and friends in the heartland of America. They would like 
to be able to stay here. The only thing that is keeping them from 
being located here is that they have no housing. 

There are also hospitals, detention centers that have people who are 
cured, who are ready to return to society, but they have no place in 
which to go. I would urge that you would also contact some of them 
and ask them for referral lists. 

I think these houses could be occupied by people who are capable 
of maintaining them and dealing with them. 

I think the immediate crisis is with Camp Pendleton, Senator. 
There is talk now of closing the camp in early October because it's 
on a flood plane. People are living in tents. They are uncomfortable 
and ill. at ease in the evenings, already. They are going to have to 
get out of there before the rains come and certainly before winter 
comes. 

It would be tremendous if you could use your office, sir, to at least 
make these immediately available on a tentative baeis as an alterna- 
tive to those tenta. 
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Senator Cranston-. Do any of you have any suggestions on how we 
deal with the problem that we were discussing at the end of Doris' 
testimonT? 

How do we legally get people in to take care of these homes while 
technically they are ^ill owned by somebody you may have aban- 
doned it but who may return, but it has not yet been foreclosed ? How 
do you feel about that? 

This is a legal problem that prevents a community from imme- 
diately moving somebody in to take over this property, 

Mr. KoRFSAK. It is a legal question, and I think it takes coopera- 
tion by the lenders. Wc nave an early warning system; we do get 
notices from the lenders, HUD, and VA. 

Senator Craxston. But have you worked out a way i 

Mr, KoRPSAK, Not yet. 

Senator Cranstox. We recognize Mr. Mays from the audience- 
Mr, Mats. My name is Sheldon C. Mays, My name is known as a 
long-time real estate broker in the professional field. 

In 1949, the Congress of the United States adopted as a natural 
goal a decent home for every American family. 

Now, we find we are talking this morning about abandoned honies 
in Los Angeles alone owned by VA and HUD. 

As a licensed real estate broker, I receive daily a listing of propMV 
ties for .sale in the Los Angeles office in the "As-Is Condition," 

The present procedure leaves to speculative investment or the 
poorer people with money and with very little equity or people who 
need that housing are precluded from it because they have low in- 
come and no financial ability because what it says there is a minimal 
down payment for the property will be $5,000. What ordinary little 
human being — whether he be Chicane, Oriental, black, white, green, 
or purple — can afford or has 5,000 cash dollars to buy a home in an 
"as- is condition" and close an escrow in 30 days? Then before you 
can get ahold of a dime to bring that property up to code standards, 
that may take another $3,000 or $4,000, so feven if he has $9,000 or 
$10,000 into the property, it may be worth $20,000 of putting $10,000 
in. The little people just don't have the $10,000, and they have no 
way of getting it. 

I would suggest that in your efforts to promote the taking care of 
the blight conditions in the cities of America that you also make it 
possible for families of low income — I mean, the cream of the poor — 
to be able to avail themselves of these homes. 

As a former housing project manager, I know that there are 
literally thousands of families throughout America who lack only 
one thing in terms of decent housing. They lack the ability to pay 
for that house without going broke. In everything else they are just 
as good a family and as good a citizen as the Rockefeller family. 

Now, you must work out some kind of a way by which these people 
will be able to get these houses at a fair rate. Maybe there could be 
some kind of program wheieby they can go in there on nights, week- 
ends—that sort of thing- — and actually put "a;" number of honrs in 
their helping to bring that property up to code standards, for which 
you would receive a credit for, say, $2 an hour. Then hie has some- 
thing involved there of his own blood and sweat, and hell have the 
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incentive to keep working and bring that Unit up to code standards; 
and when he moves in, he's going to try to keep that property. 

On the other hand, under sections 235 and 236— where for $200 he 
could get in there — when things get a little rough, he's going to take 
his racetrack money out, and then he's going to pay the house bill. 

What I'm saying is to make the property available for the little 
people who want to own a home and wlio are good citizens to own a 
home by putting their sweat, blood, and tears equity into that in the 
way of labor and get credit for it. Then he starte off with something 
there. I think if you did that, instead of these other remedies, you 
would do a lot more good for the people. 

As a long-term housing man and real estate broker, I'm just a 
little bit leary of legislation without implementation from the prac- 
tical point of view. I've seen various and sundry methods developed 
by scientists, engineers, and other technicians that really know nothmg 
about what the little person needs or wants. When these programs 
were actually carried out on the local scene, you found fiscal respon- 
sibility lacking, 

I'm saying, let's conduct the peoples' business in the same sound 
financial way we conduct the private business ; because if you had a 
whole lot of this stuff in the private sector, they would nave gone 
bankrupt a long time ago, and a whole lot of heads would have 
rolled. Let us bring tlie same responsibility to take care of the tax- 
payers' business ; and if we do that, we will reach our 1949 goal, and 
we will find out cities a better place to live in terms of quality life. 

Senator Cranston. Thank you, Sheldon. Those are very good 
points, and we will do our best to take them into account. 

Let me ask you now one other question on this abandonment busi- 
ness and the costs involved. 

Do you have any estimates of the typical average cost involved in 
rehabilitating a home due to the vandalism that occurs during the 
time that it's unoccupied? 

Mr. DoTsON. Having been in tliat business to some extent, the typi- 
cal costs for the average two-bedroom house, to bring it up to code 
and to take care of all the factors of abandonment, is around $3,500. 
It could be more or less, depending upon the floor space in the home ; 
that could be updated by adding other immunities to the home that 
wasn't there, but this is the basic. 

Now, as to today's higher prices, thisescalates. 

Senator Ckanston, Do you know how much of that cost is attribut- 
able to bringing the property up to code standards, and how much is 
attributable to the vandalism that occurs during lack of occupancy ? 

Mr. DoTsON. Approximately the same thing. 

Senator Cranston. We got a figure of $8,000 in San Francisco, 

Mr. Salzman. I would say in our experience it would put it at 
about $7,500. It isn't all attributable to vandalism, thougli. Some of 
it is, and some of the times vandalism occurs in the process of bring- 
ing the building into good condition. 

We had ah instance when in the middle of the night two men were 
in there and took out an old bathtub. It took them several hours. 
What could they get for an old bathtub? They were caught at it to 
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boot. It does add, but I think most of the cost was not due to van- 
dalism. 

It's the fact that many of the homes we took were pretty old — the 
electricity had to be redone; the roofs needed to be redone; and the 
plumbing had to be redone. It depends on the condition of the house 
to begin with. We know a lot of the HUD-repossessed or FHA- 
repossessed hmnes in the valley and some parts of the San Fernando 
Valley are in pretty good shape. You could probably get by pretty 
easily with a $1,000 or $2,000 or $3,000 down payment. 

Mr. Fertig. Senator, could I urge you to add to your cost compu- 
tations the costs that are the results of the maldistribution, the fact 
that there are indicated many, many people in institutional settings 
or many people who are overcrowded, many people who are in situa- 
tions that induce them toward activities which then lead to incarcer- 
ation because of their own ill-housing situations or their tentative 
housing situations. 

The care of an individual in some of these camps is a thousand 
dollars or more per month. When you're talking about a family of 
such individuals, you're talking about many thousands of dollars per 
month that the Government is spending to keep these people locked 
up or away and involved somewhere else, and also liaving to spend 
thousands of dollars to rehabilitate properties. So that part of the 
cost is also the fact that we can't match these two, and there ia 
logically no reason why the two could not be matched and that you 
could not draw upon existing community institutions to help orches- 
trate some of these different programs. 

There are voluntary institutions. There are public institutions that 
are desperately trying to find housing on the one hand and then there 
are abandoned houses that have to be boarded up and protected 
against possible vandalism on the other. 

Senator Cranston. Jerry Buckley has a couple of questions. 
Mr. Buckley. I want to address my question to Mr. Salzman. 
You mentioned a program that you've used the section 23 leasing 
program to lease units to low-income families who qualified for pub- 
lic housing. 

How did that work ? Could you amplify on that, because the pro- 
gram seemed to hold a lot of promise the way you described it, and 
yet you say it's not possible to continue the program under section 
8 of the Revised US Housing Act of 1937 ? 
Mr, SAiasTAN. That's correct. 

Well, as the program's being administered, it's actually in the 
Housing Community Development of 1974. 

The section 23 program did lend itself to it, because the housing 
authority would periodically receive units and allocation of units and 
the subsidies that run with it. There may be several thousand at a 
time ; and, therefore, it had the freedom in how they would pick up 
the units. As I say, we worked this out jointly with the HUD area 
office where we wrote up the specifications, put out a request for pro- 
posals, and we actually received bids on what they would pay HUD 
for the buildings and also bids on what they would lease it to the 
Housing Authority for. 
Mr. Buckley. iJet me see if I understand it. 
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Just to put it very simply : HUD had units which were acquired 
because the property had been foreclosed. 

Mr, Salzman. It foreclosed. 

Mr. Bdcklbt. And they would sell those units to the Housing 
Authority ? 

Mr. Salzman. No. We had put up — what we did, wp reviewed 
these units that were available. Moat of them we picked up were in 
the south-central part of the city. ,„,^,„ 

We didn't pick them up. We cosponsored a program with HUD 
whereby these units, in packages of 25 single- family homes on scat- 
tered sites, were offered to deTclopers, contractors, anyone that 
wanted to bid to buy them from HUD, but linked to it was that they 
would also have to bid on what they would lease it to the housing 
authority for after they had rehabilitated those homes in accordance 
with the specifications that the Housing Authority had developed. 

Mr, BucKLET. Now, would it be possible under the new section 8 
leasing program for HUD to sell the unit to the housing authority 
and for the housing authority to lease it ? 

Mr. SaiaMAN. Well, there are other problems. For instance, in the 
State of California for the housing authority to take title to homes 
for families or for elderly, we have to have a referendum. 

Now, we have had a successful referendum in this city, but only 
so far as for senior citizen homes, but we couldn't take title. 

Mr. Buckley. With a nonprofit organization- 
Mr, Salzman. We can do it with a nonprofit organization. 

Mr. Buckley. Could you do it with a nonprofit organization 
which would take responsibility ? If you had a list of people who are 
eligible for public housing, they would be able to lease units from the 
nonprofit organization, and HUD would pay the difference betw^ 
25 percent of their income and the costs of maintaining that unit; 
that would be possible, wouldn't it ? 

Mr. Salzman. Yes, provided you also threw into the mechanism 
the ability to put these homes and make them decent, safe, and sani- 
tary. 

jfr. Buckley. That means that they have to find some kind of 
financing? 

Sir. Salzman. That's right. 

Mr. BucKLET. Your State Housing Financing Agency might pro- 
vide one form of that financing? 

Mr. Salzman. Yes, possibly, but I don't think in the near future. 

Mr. Buckley. "What I'm trying to get at is that use of the public 
housing leasing program is still a possible way to rehabilitate and 
reoccupy forecfosed FHA-insured properties. 

Mr. Si^HAN. It's still a mechanism. In fact, if a set-aside for sub- 
stantially rehabilitated units in section 8 were available, that is all 
it takes. 

Mr. Buckley. You're sugj*esting that in administering this section 
8 leasing program tliat isn't getting off the ground, HUD should 
set aside money specifically for the purpose of helping dispose the 
inventory of acquired properties. This would prevent the blight that 
these houses cause their neighborhoods. Could this be given a high 
priority in your opinion? 



Digitized OyGOOgIC 



166 

Mr. Salsuan. Yes, but I wouldn't propose that HTTD finance 
tiiem up, because we have found that that doesn't work. The pur- 
chaser of the housing authority would get title to it ; or through the 
means of a nonprom organization, they could fix it up; in other 
words, the rentals, tlie fair market rents on section 8 are adequate to 
be able to finance and put them into good repair. 

Mr. BucKLBr. Was any study done on this program ? 

When you used the old section 23 leasing program, was any eval- 
uation of the program done by HUD ? 

Mr. Sai^man. I would assume so, because at the very beginning, at 
the bid opening in HUD, HUD people from Washington came out 
from the region to see how it was going, and we have done 5 pack- 
ages that way, or 125 homes. 

Mr. Bttcsixt. And are any of those properties that went through 
that process now abandoned, or are they all occupied and in good 
condition ! 

Mr, Sai^man. Of the 125, all are occupied except 2, 

Mr. BttCKLET. And they are all in relatively good condition? 

Mr. Salz man. Relatively. The problem is that, first, to get them 
from HUD, they had to pay too much for them. There are problems 
attached to it, obviously, because if it isn't economic to really repair 
it — if I were doing it, especially for the ace of the homes that we 
do get under that program, in many of tnem the total plumbing 
should have been replaced completely, rather than onlv partially, but 
the money economic feasibility was so tied to what did you have to 
pay HUD to get possession of it or the ownership of it. 

Mr. KoRPBAK. Senator, the question Jerry has presented is a good 
point. We had the same experience with about a hundred units under 
section 23 where we basically took the ones that were currently 
abandoned and substandard and brought them up to rehab code 
under section 23. 

Mr. Buckley. I always thought this might be a good way to solve 
the problem, and T had heard that in Los £igeles this was being tried 
on an experimental basis. 

Mr. KoRFSAK. You can add Pomona to it. 

Mr. Bucklet. And Pomona. 

If this could be tested, I think we might have a mechanism here for 
providing the money needed to help repair and reoccupy some of 
these abandoned PHA properties. What would you say? 

Mr. Salzman. Well, we have tried now for many months to get a 
set-aside on either due or substantial rehabilitation under section 8. 
We frot as far as HUD recognizing it so that when they put out the 
regulations for the State Housing Finance Agencies, they indicated 
they were thinking about a set-aside for local housing agencies or for 
demonstrations, but that is as far as it's gone. 

Mr. Bocklet. When I go back to Wa^ingtnn, I'll try to get HUD 
to give us a report on what is happening with that proposal of the 
set-aside. 

Mr, Salzman. Because we had another interest in the set-aside, be- 
cause the city of Los Angeles has a 15 percent ordinance on any new 
construction of 5 units or more, 15 percent of the units must be set 
aside for low- and moderate-income families, but that cannot be im- 
plemented unless there is a set-aside to it. 
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Senator Cranston. Do yon have any figures on what percentage of 
tlie abandoned homes that exist in your communities that were in- 
sured under 221D2, 223D2, 235 and 236 ; if not, could you submit 
those for the record ? 

Mr. Saizman, I don't have it, but I would guess as far as most of 
tliose in the city of Los Angeles of single-family homes that were 
repossessed by FHA or HIH), were not constructed under any of 
those programs or were much older housing. 

Senator Cranston. Mark, do you have any questions ? 

Congressman Hannaford. Briefly, Mr. Sal2anan, you said in 
answering Senator Cranston's question, that most of the expense of 
rehabine wjis not because of vandalism. 

Mr. Saisman. That's correct. 

Congressman Hannaford. A lot of them I haven't seen, for one 
thing, because those I have seen have been vandalized enormously. It 
also suggests that perhaps the code is the cause of the abandonment, 
that one might want to sell the home ; but because of the inability to 
meet code standards, he is precluded ; is that right ? 

Mr, Salzman. No, I wouldn't say that, either, at least in our ex- 
perience ; and true, it's limited, because we were working with HUD 
to take really the oldest properties that they were not able to sell so 
those properties they sold didn't take as much money to put it into 
good repair, and many of those were just due to age of the. structure. 
There was some vandalism attached to it, but not that much. 

Congressman Hannaford. Mr. Dotson, you said that you had a 

Erocess whereby the owner was required to board up an abandoned 
ouse. 

Isn't it a problem that most of the time you can't find the owner! 

Mr. DoTsoN. This is one of the problems, and the city of Compton 
has sort of gone to this thing where the owner cannot be located and 
the house is abandoned, and it stays abandoned over a given period 
of time, then the city of Compton will board it up, cut the we«ds 
from around the property, and charge it to the property owner. This 
hasn't been always successful, hut it has been one of the ways of 
getting to the problem. 

Congressman Hannaford. In one of your recommendations you 
said that a mechanism by which Government redtape could be cut — 
is this Grovemment redtape the delay between abandonment and the 
foreclosure ? 

Mr. DoTsoN, This is what I had reference to. 

Congressman Hannaford. Mr. Korpsak, you said that cooperation 
from the lenders would sometimes enable us to avoid this long ago. 
Isn't that the major problem, the State foreclosure laws ? 

Mr. Korpsak. It is. There is a legal time that has to be given to 
the owner to relieve and then time to revert to HUD, The combina- 
tion takes anywhere from 6 months, and we have uncovered houses 
lost by HUD vacant for 4 years. 

Congressman Hannaford. Sounds like maybe we should be in com- 
munication with Sacramento to solve some of these problems. Thank 
you very much. 

Senator Cranston. Thank you all very much. You've all been very 
helpful. I appreciate it. 
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STATEMENT OF VALARE POKTEE 

Mr. Pouter. Senator, before they leave, I'm Valare Porter, and I 
would like to say that no one has mentioned that in this area alone 
we have vandalism and bumt-out property. Your land value of your 
California land is a predominant situation. 

I would like for you to answer, if it's permissible, is there some- 
thinethat is going on within the southeast Compton and Florence 
and Watts area^ a slum? Does the Government or the people that are 
like HUD want this to be a decomposed area so that they can build, 
because not only is there a lot of redtape, it takes so long. 

You have an eyesore. Now, we have this community development 
coming up. You have eyesores. Tliis is the living proof; Watts is tlie 
living proof in 1975. I ve seen right here all of this land; and even 
when Uiey build these brand new homes over here, they dump all 
those bricks and everything. They let the weeds grow up and every- 
thing, 

We are isolated. The seniors don't have anything. They have 
nothing to live for. 

Already the code enfoi-cement is very bad, very poor. The people 
that would like to come, ordinary i>eople like me, they would like to 
come and complain to the realtors and all ; but you know what, they 
have code enforcement so if they have cracks in the ceilings, if they 
have porches that are defective, if they have electrical wiring with 
no money, then they just stay mute. 

Whwi I have a problem myself in Compton, why, thoy have wall 
to wall ; they wrote all over my property. We have put in windows, 
and they break out the windows. They stripped everything that I 
had in the house. They took all my plumbing and everything. Well, 
the house is really too old to even try to get a rehabilitation loan, and 
I notice tJiere are several like this. 

I would like to know what can be done about that. If some of you 
gentlemen on the panel can tell me what specific percentage of people 
who have bumt-out homes — they burned them up. When they board 
them up, they are not hoarding them up ; they are burning them, and 
they're bummg the people out, and tlicy leave this stuff there, and it 
takes about a year or so to get a demolition to get the job removed. 

Community beautificatiou goes all the way down, you know, and an 
ordinary land person don't want to assume the responsibility of hav- 
ing to pay extra taxes because when that home goes down, and no 
other occupier or homeowner don't come in, then, look, the taxes go 
up and up and up, and that is what I would like you to ajiswer. 

Senator Cranstox. Well, Valare, we are here because we know of 
those conditions, and we are determined to try to deal with tliem. We 
do have two more panels that we've scheduled, and we have to go 
ahead with them. If any members of the next panel can respond to 
the questions that Valare asked, I'd appreciate it very much. 

The next panel consist of Richard Crissman, Gary Lowe, Ellen 
Kastel. and Herman Kappaport, 

We have one more panel, and we have to complete our work by 
1-2 o'clock, so if you can each briefly summarize whatever prepared 
statement you have and submit those prepared statements for the 
record, which would leave us more time for the questions of the 
committee, it would b= -eciated. 
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Conld you identify youreelves for this side [indicating], beginning 
^ith Herman Rappaport starting 80 for the record we know who 
you are. 

STATEMEHT OF HEUHAN H. EAPPAPORT, EXECUTIVE, VENTURE 
CA7ITAL CO., BEVEBLT HOIS, CAUF. 

Mr. Rappaport. My name is Herman Rappaport, Executive Ven- 
ture Capital Co. 

Mr. Crisskan. I'm Richard Criseman of Ralph Sutro Co. 

Mr, LowB. I'm Cai? Lowe of Uie community information project. 

Ms. Kastix» I'm Ellen Kastel from the Center for New Corporate 
Prioritiea. 

Senator Cranston. Mr. Rappaport, will you begin, pleaset 

Mr. Rappaport. My name is Herman Rappaport. I'm a private citi- 
zen. I am a management engineer by traimng, turned investor in real 
estate. I know that is an unpopular word here today. 

I was for 5 years a munber of the President's Advisory Council 
on Traiwportation. 

I also was a builder for many years. I might say, with the excep- 
tion of the gentleman who is a real estate broker who spoke from the 
audience, I posaibly am the only man here who has made a living in 
building houses, pouring concrete, and putting my own personal sig- 
nature to find a bank loan to put a deposit. 

Senator Oianston. May I add that I've done that, too, before I 
was in the Senate. 

Mr. Rappaport. Very good. We have all seen Watts go in the last 
10 years from an impossible situation to something a lot worse, and 
I would like to address myself to what I think is an almost incest- 
uous relationship between tie Government and the Government agen- 
cies and local leadership with the total inclusion of the private 
sector. 

The rehab of housing is an extremely difficult task, and it's prob- 
ably the least pr(^table — and I know that ia a dirty word, again — It's 
tte least profitable and the highest risk of any building program. 
I've heard figures of 7,000, 8,000, 9,000 houses in, let's say. Los Angeles 
County that are boarded up. We also have a construction industry 
tiiat has up to 50-perc«it unemployment. It's in desperate need for 
housing, and certamly the private sector is interested in profits ; and 
yet, no one seems to want to jump in and take advantage of the situa- 
tion, and there has to be a ve^ good reason for it. 

I'm very much in favor of the bill, let me say, to stait with. There 
is a desperate need for something like this, but I have very grave 
reservations at the implementation of that bill. I think the imple- 
mentation is where all of these congressional agencies and Govern- 
ment forces have fallen flat. 

We've seen at lot of headlines about redlining of savings and loans. 
I hold no creed for the saving and loans. I do not want to speak for 
them. 1 4oa\ have any stock in them. I have no interest in them. 

I Would like to suggest that there are some rvrj more important 
source of money and private money, the pennon faitds. I tiuttk tbe 
pension funds have a responsibility and a role to irfay S«* ifr ipta- 
viding private capital. I think insurance companies have mortgage 
money that they can put to work, and I think this bill should mt^ 
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it possible for them tx> assume some of the risks and acme of the role 
that has to be done. I don't think the Government can do it by itself. 
I think the professional builder has to have a roll here; and again, 
it's a profitable role. The projects have to be large enough to warrant 
•the professional builder's coming in. 

Now, I understand very, very clearly the term "sweet equity" that 
was used here. Obviously, tliere has to be some position for someone 
who will come in and who will live in that house and who will re- 
build it. 

There is a man in the audience here, a fellow by the name of Dick 
Davis. Dick and I have worked together for now 25 years-.He lives 
in south Los Angeles, and he is what one might call a slum landlord. 
He owns five houses that he fixed up by himself and rents for a profit. 
By working on weekends and in evening, he's put these together, and 
he rents them. Now, I suggest he knows a little bit more about how 
to fix up some of theee houses than most of the people that purport 
to represent major efforts in this area. He's done it himself j and if 
time permits, I'd like the Senator and the panel to be able to a^ 
him some pertinent questions on how to do it and why he does it. 
I did ask him why he didn't continue. He said, "There is no profit. 
It's worthless doing," 

Thank you. I hope you can implement some of these efforts and 
make this program work, because it s needed badly. 

Senator Cranston. Thank you very, very much. 

If we have an opportunity and time permits, I certainly would 
like to speak with him. 

[Complete statement follows :] 

Stateuent or Hbbmait H. Bafpapokt, Betebxt Hills, Cauf. 

I recently <4iecked an existing housing project In Compton. A. few rears ago 
there were 500 homes. Today, a third of these have been torn down, anotlier 
third is boarded up. Only one third is presently occupied. The obTiouB solution 
to reduce tbe cash drain. Is to tear it all down. 

But the possibilities I saw in this one ^-acre tract led me to BMne thongbts 
that bear on Senate Bin 198S. The objectiTOS of the bill are exccUent. How 
if B carried out Is the question. 

The federal government has poured millions in Sonth Los Angelea housing 
in the last 10 years. Most is in foreclosure. Private housing is being boarded 
up or torn down every day. Watts Is worse off today, by every standard, than 
It was 10 years ago. Government programs, by themselves, do not work. Vor 
Behab programs we need experienced builders and private capital, as well as 
local leaders and government. Unless some new force can bring all these to- 
gether, hooaing rehab won't work. Senate Bill 1988 proposes to spend millions 
of dollars to put abandoned housing back on the marjiet ; a drop In the bucket 
compared to what is needed. On the other hand, It can be more than necessary 
If we use common sense. In fact, maybe what we need ts a Clearing House of 
Common Sense. 

Ton see, today's experts have displaced common sense. We're told that urban 
Iiroblems are so complex that only specialists can handle them. Unfortunately, 
each expert only sees his own small specialty and there's' no one to put things 
t<«etfaer ; no one with enough experience to separate tacts from double talk. 

Facts can be simple to recognize. Los Angeles has 10,000 board-up houses ; 
half of its construction workers are unemployed ; there Is a desperate need for 
low'KX^ housing; and, last, there are dozens of government programs that 
might apply, from HUD to D.O.T,, from ME3BIO to 8BA, you name it. Yet 
experienced bnllders and private capital won't get InvolTsd. The risks out- 
wedght tJie potential profit. Bven government agencies like HUD and FKUA 
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won't get involTed. This bill, as far as I know, le the first focus by WasMng- 
ton on rebab bousing. But rebab bousing needs total commitment, 

Just about every governmeat program tbat I've seen consists of ttFO ele- 
ments — government and local leaders. Bach program seems designed to drive 
out the private sector, the mortgage lender, Uie builder — and that's' where Uie 
experience Is. 

There is a man sitting In the audience — he has Iwen a friend of mine and 
worked with me for 25 years. Dick Davis lives In South Los Angeles. He Is 
an Investor in Watts, and a landlord. Mr. Davis bought several substandard 
houses, fixed tbem up, and he rents them out for profit. When I asked Mr. 
Davia why he didn't buy more he said tnat he didn't like to lose money I Any 
rehab program that doesn't offer an experlent^ed man like Dick Davis any ^- 
centive to Invest his time and money, Just can't work. 

Anyone who has tried to make a living fixing np old houses will tell you it 
is one of the most risky construction Jots that there Is. It takes know-bow. The 
one-house-at-a-tlme carpenter has a tough time bringing costs down. Tbere Just 
aren't too many Dick Davis' around. You can't gear up to do a proper Job 
without volume and, of course, 10,000 boarded-up houses can't be put back 
or 10 at a time; and when the government sells houses a few at a time, for 
tokMi amounts to neighborhood non-profit foundations, that is probably the 
most inefficient way to rehab housing that I can Imi^ne. I'm told one govem- 
ment-ovmed company that bought houses for $8,000 or so each, spent $3,000 In 
improvement costs, and is losing money at a sales price of $22,000. I wonder 
how much eacli house really cost the government? So much for experience. 

Proper management has to bring back the conventional lender as well, and 
end redlining. This decision not to lend in areas with bad loans means economic 
and social death. 

Senate Bill 1988 is directed primarily to government expoSnre loans and 
Insurance. Ignoring private distress, housing will reinfect any neighborhood. 
Why can't we help free up loans on foreclosed housing in redlined districts by 
insisting that such funds be reinvested In the same districts? 

I'm sure that Savings and Loans representatives can speak much more elo- 
quently of Iheir Industry, Just as the local leaders can of their needs, but I'd 
like to add a few words. 

Local leadership is today's catch phrase. If it has exjierience, le creative and 
can infiaence the private sector, fine. If it Is a political expedient — not so fine. 
I can't speak about other fields, but in nrban redeveloping and rehab housing, 
local leadership, needs help. 

If I were real sick, I'd call in the heat doctor I could afford — white, black or 
green. And I certainly wouldn't let a beginner learn anatomy on me. 

One man-one vote may be a great political slogan, but small inexperienced 
neighbornood groups haven't been able to do very much in rebuilding programs. 
The problem Is especially Important in Los Angeles County which Is a. collec- 
tion of small neighborhoods and independent towns. Rehab programs can't 
allow each city to be In a business for itself. Los Angeles has one regional 
agency, Urban Affairs, geared to work out rehab programs. Any demonstration 
program should be through Urban Affairs. The cost of momma and poppa 
agencies is prohibitive. 

Senate Bill 1038 calls abandonment a contagious disease — an excellent anal- 
ogy. We can't leave neighborhood pocket sores to fester and reinfect the entire 
system. 

I know that "abandoned housing" is the subject of this hearing. But hooaing, 
considered by itself, is shortsighted. People need Jobs to pay the rent or mort- 
gage ; they need transportation ; they need family security, etc. Only a creative 
partnership of the private sector with government will solve the total problem. 

Los Angeles Just can't aflFord another 10 years of alldlng downhill. 

Spnator CitANSTON, Mr. Crissman, will you give iis your atatement? 

Mr. Crissman. Thank you, Senator Cranston. 

STATEMENT OF RICHARD CRISSHAN 

S. 1988 looks like a practical piece of business to me. I made an 
economic model of a pilot project using Lob Angeles County data 
and numbers. My project had about $52 million of total investment 
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and about $42 million of housing that were sold out of it, Ibarlng a 
permanent investment or a long-tenn investment of around $10 
million. 

I tried to calculate the benefits to the community in which that 
development would occur. I calculate that there is about $2.6 million 
annually of tax benefits to the total project that I envisioned, and 
that tiie subventions — that is, the return t« local government of 
State taxes — add to that by another $6,000 annually to make a return 
to the community, which were to use the Neighborhood Protection 
Corp. device, of $3.2 million annually. To have long-term investment 
left in such a project of $10 million would seem to me a perfectly 
proper kind of federal stimulation. 

t think the NPC can show the way for private lenders. Fm pretty 
sure that good housing does not beget good social conditions. 

On the other hand, almost all of the cities in the United States 
have substantial areas of their communities where the neighborhoods 
are at the absolute balance between a couple of more restorations to 
make thran whole and a couple of fewer will tip them over into an 
unrecoverable condition. 

This act is aimed at neighborhoods in unrecoverable condition; 
but it can show, I think, through the demonstration project, how 
lenders, by blanketing a neighborhood with support — as the Bank of 
America has done in Los Angeles County in one neighborhood — can 
restore the balance of a neighborhood, but it has to be a blanket kind 
of investment. 

For example, Chicago has about two-thirds of its neighborhoods at 
that moment of balance; Los Angeles has about a thinl; Newark is 
95 percent ; Paterson is 100 percent, to speak of the East. 

There will be an opposition to this bill, I'm sure, by those who sfty 
that there should not be another Federal agency. The fact is in my 
view that there are no agencies that can do this, HIJD has made a 
great manj mistakes, and they certainly should not be permitted to 
select the mitial project under this bill. They don't know how. They 
don't have the equipment to do it or the staff. 

In fact, HUD should probably be limited in all of its operations 
except to have three stamps: one of which says insured; the other 
says deficient interest documentation; and the third which says re- 
jected. 

Senator Cranston. That is a great suggestion. 

Mr. Crissman. The National Corporation for Housing Services has 
been an excellent source of capital for low-income housing. They own 
about 23,000 units, all are in good condition, and they have an excel- 
lent reputation. They, however, are not a community developer. They 
are only a financial intermediate. 

Savings and loans, which, have service corporations, have been 
quite creative with their corporatiwis ; however, we are well aware 
that if they were to concentrate assets to the extent required in an 
NPC project, they would be severely criticized by the FSLIC. 

Pension funds, my friend suggest, would be a good vehicle for 
investment in inner-city areas. Not so. The new pension fund legis- 
lation requires them to make investmftnts only in insured mortgages. 

Senator Chanbton. Did you have a question, Mr. Buckley. 
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Mr. BwcKLET. I just wanted to ask, if the FHA were insuring the 
property, what would be Wrong? 

Mr. Crissman. I think it would be fine, and they do make sub- 
stantial inveetments in FHA loans. 

Mr. BucKLBr. In recent studies by the Harvard-MIT Joint Center 
on Urban Studies, it has indicated that pension funds do not invest 
very heavily in mortgages, but they have mvested in the stock market 
much more than they should have, 

Mr. Crissman. Well, my company services 350-odd million for 
pension funds on FHA loans. We consider them a very good source. 

Mr. Buckley. Then why do you not accept pension funds as a 
likely source of money ? 

Mr. CriSbman. Except under revised FHA — if you can get them 
back to the three-stamp operation, fine, but I think that is a major 
task. 

Mr. BircKLET. You would agree that pension funds would be a 
good souree of capital ? 

Mr. Crissman. Yes ; but not as present things exist. 

Neighborhood housing service organizations are sponsored bj the 
Federal Home LfOan Bank Board through an advisory service. I 
think that the neighborhood housing services — block groups or what- 
ever they are called — are a necessary ingredient to NPC programs, 
but they are not a substitute for it as someone has suggested. KPC 
need not be another bureaucracy. 

I think these objections concern me greatly in seeing whether the 
bill can pass or not. My belief is that most institutions are process 
oriented. Their staff and their senior people are much concerned that 
every piece of paper gets into the right file and most especially that 
thepersonnel files are clean ; that is no way to do housing. 

Housing organizations — and in fact, most organizations — must be 
product oriented. 

It's my recommendation that this agency be staffed only by per- 
sons whose objective is the product of restored housing and restored 
tax base and therefore, restored communities. There are a lot of 
cheap people who can keep track of things, but there are very few 
pe^le who can get a product. 

Turning to the use of debt instruments as set forth in the act, it 
appears to me that they address that directly — that part of the 
act — to one of the very great national issues. There is almost no 
long-term capital market to be seen in the future. It's a terribly un- 
settled situation. Until this is restoredj I think it's going to be difficult 
to market anything beyond the initial authorization of long-term 
debt insurance. 

I would suggest, however, that even in this initial phase that 
FDIC- and FSLIC-insured institutions be required to accept these 
debentures in exchange for abandoned housing which they own; 
otherwise, it seems to me that NPC is at the merey of the Treasury 
as to finding of this money. 

The savings and loans, whidi miy in fact have partly c<Hitributed 
to the difficulties of the advance of abandoned houses on their books, 
get cash, when in fact they mi^t just as well have the debt securi- 
nee; ^rtkalbrly if they yields fttty like market rates that seems 
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to be contemplated here. The difBculty is that the FDIC and FSLIC 
have to amend their regulations to permit the securities taken in the 
excliange of housing to be the equivalent on their books of house 
loans; otherwise, they fall into a category of inequity, that one-half 
percent that a savings and loan can have are unauthorized on in- 
vestments. 

In my printed statement, I have given some information which 
indicates why I think I'm an expert in this matter, and I really do 
think I am. I've been on the planning commission in Pasadena for a 
number of years and in the savings and loan business and mortgage 
banking. I'm on a number of national programs for open housing 
and things of that kind. 

Attached to the final part of my presentation, Senator, is an ad- 
dendum which backs up the number of $3.6 million of tax distribu- 
tion in my model project. 

Senator Cranston, Thank you very much for some very unique 
and, I think, very constructive discourse here. 

[Complete statement follows :] 

Statement or Richard Cbissman 

Senator Craneton and ladles and gentlemen ; thank 7011 for tbe opportnnlt; 
to present my views on this most interesting piece. of legislation. 

The proposal to establish a Neighborhood Protection Corporation la a sensi- 
ble and practical means of combating neighborhood decline. The Act embodies 
all of the balance wheels of protection which could be desired. I &m certain 
that It will be possible for anch a corporation to achieve verr good results 
witlitn the Initial four years' program. 

I. WHT HPC CAN BE AM ECONOUIC MULTIPLIEE 

M? enthusiasm for this legislation Is quantled b; my measDreinenta ot the 
economic multiplier effect the capital authorized therein will have. For exam- 
ple, If 2,000 abandoned bouses in Los Angeles were to be In the pilot project, 
I'd guess that the total Import would be upon a macroneighborhood of about 
10,000 dwellings . . . say 5 census tracts in which 30,000/40,000 people would 
live. 

I have made a model (a modest model to be sure) of the Impact a NPC 
operations in Los Angeles. Where $S2 million wonld be spent, I saw $4^ of 
sales generated . . . whether financed by NPC Loans I did not predict; the 
remaining $10 million is represented by write-dovms which could be recaptured 
from future revenues of Income properties held or from their appreciation. 

The direct tax benefits to LA of an NPC project of 5 LA census tracts are 
perhaps $2.6 million annually. In addition, some $327,000 annually of subven- 
tions (that is, iocal shares of state taxes) may be generated directly from new 
residents in the 2,000 units, and another $262,000 from tbe improved bndness 
conditions witbin the census tracts. All told, the long-term investment of 
$10,000 million by NPC In my model project generates almost $8.2 mijlloii In 
revenues for these 6 tracts In Los Angeles. 

Ton can see why I am enthusiastic about the potential for NPC. 

II. NPC CAN SHOW THE WAT FOB LENDEBS 

For at least fifteen years 1 have bewi convinced that the self-interest of all 
tbe flnancial institutions In the United States ought to dictate that tbey Invest 
tbe bulk ot Uielr new lending money witbin tne confines of the existing central 
city. Tnelr failure to do so, spurred on, I fear, by the housing policies of HUD. 
Is partly the cause ot the difficulties which nearly every urban center to ex- 
peiiencing . . . decline In the tax base, In social standards, and In municipal 
services. Many writers have attempted to show a correlation between the con- 
dition of housing and the economic health of the neighborhood eompenents (rf 
a commnnItT ; I am not so sure of the connection, but I am pretty sure that 
good bousing does not beget good social conditions or good city services, la 
fact, It to probably tbe otber way around. The largest areas ot n ' " 



those wboae stability U so precarlons that a few fnrther abandonments, or a 
few further rehabllltatlDna can tip the scale of economic balance within the 
neighborhood. Financing Institutions should realise that the bulk of their bust- 
aess and probably the bulk of their present real estate investments lie within 
these on-tbe-edge neighborhoods of unfortunately, laws against red-lining, or 
for green'linlng wiU not really cbaoge lenders' practices. 

The Neighborhood Protection Corporation offers the opportunity to tip the 
balance in the right way in a number of neighborhoods and to demonstrate to 
financial Institutions thst age of housing Is not the most imitortant indicator 
of economic health ; that adherence to the manners and styles of the television 
situation comedies are not the "style" of all healthy nigliborhoods. 

III. OTHXB AOKHCIES ABB DOT OSQAHIZED TO nKAL WITH ABAMOONUENT 

HUD has not been the vehicle to achieve the small scale but pervasive sort 
of neighborhood restorations which the Neighborhood Protection Corporatlim 
could achieve, (and some hare even criticised the scale at which HUD hat 
operated.) 

The National Corporation for Housing Partnership had a different mandate 
than nelgliborhood stabilization, and while they have developed and own some- 
thing like 23,000 housing units financed under various HUD Insurance pro- 
grams, their impact In any one city is minimal. They have been a contributing 
force for good In low-coat housing, and I am delighted for this success. They 
would be an appropriate partner for the NFC from time to time, bat not a 
substitute body. 

The old Action Programs recommended that housing corporations of the type 
proposed here be created, but It was assnmed that private companies would be 
the funding bodies. Action programs were not taken up by tie private corpora- 
tion, and with the pressure upon them to stabilize their profits and cope with 
manufacturing problems, I think it Is unlikely that they can diversify to the 
extent required to be effective catalysts of neighborhood regeneration. 

Savings and Loan Associations have l>e«i permitted to have service corpora- 
tions and a few of them have done quite interesting tilings along the line of 
rehabilitation ; these instltntions would be severely criticized, were they to 
concentrate their assets In the fashion required to solve NPC abandonment 
problems on any useful scale. In fact, there could be a substantial risk to the 
savings depositors by the kind of liquidity and lack of Income which the 
development of NPG pn^rams will inv(dv& In fact, no financial institution, as 
the real estate investment trusts have learned so recently, can afford to be 
without income during the development period of a large project. Only an 
agency espedaUy designed to take on such a task, of the character of the MFO, 
can really be effective. 

Neighborhood Housing Services organizations, a plan for which Is advanced 
by the Federal Horoeloan Bank Board, are a brilliant and effective idea. They, 
however, would operate at the citizens support level, which adjalncta to NPO 
rather than substitutes. Neighborhood Housing Services can create the citizen 
pressure which would cause cities to enforce their codes and keep neighbor- 
hood services up to appropriate levels. Further, Neighborhood Housing Services 
cannot raise the capital necessary to develop neighborhoods in the same way 
as NPC could. 

Thus, I conclude, that it is not possible for any of the existliw agendea, 
public or private, to make exactly the contribution which the NPO Is chartered 
to make. 

IV. NPO HEED NOT BE TUSt ANOTHEB BDHEADCBACT 

Many objections will be raised to the creation of "yet another federal 
agency." Senator Hart, in his introduction of this legislation, referred to the 
success of the Homeowner's Loan Corporation in the ISSO's and drew a parali^ 
between this proposal and HOLC. If I were a better scholar, I would have tried 
to find out in advance of today's hearing whether the stalC of HOLC were 
dedicated to their task or concerned with the protection of their personnel 
files. If it was the latter, it would surprise me that tbey succeeded. If It was 
the former . . . dedication to the task of stabilizing tne houslDg market . . . 
then the success explalps itself. The staffing of the Neighborhood Protection Cor- 
porstlon seems to me- to be the vital ingredient as to whether it will succeed 
or not Bear with me, please, if I appear to digress into a ptiilosophlcal area. 

My belief is that most instltntions of any size become process-oriented. That 
is to say that tbey devote the bulk of their man hours and money to systems. 
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self-examination, procedural matteri. internal bslanceB and cbccUng, and to 
tbe terribly Important matter of protecting one's personnel tie from adreree 
comment. 

SucccBrful orKanizations, and these are all too rare In terms of total ontpnt, 
are product-oriented ; that la tbe bulk of the oi^anlEatlons' time and money fa 
spent on tlie output of tbe thing for which the oi^anlsatlon was chartered . . . 
be It wlglets, or housing. 

In a prodact-orlented housing organization, the management and staff will 
have as tbelr principal coniwm things like: the number of rooms developed at 
a price ; and the number of persona who are paying rent or mortgage payments, 
and success will be measured against a matrix of time/money. Thus, Senator 
Cranston, it is m; recommendation that however the agency is staffed, it be 
staffed with persona whose objective Is the product of restored housing, re- 
stored tax base, and therefore restored communities. There are plenty of peo- 
ple available at modest salaries who can keep track of the process and keep 
the organization from getting Into the sorts of trouble which \vould vltlKte Its 
good work or in fact cause It to be terminated . . . bat those are not the kind 
of people who ought to be in charge. 

Some have said that HUD la process-oriented, rather than product-oriented; 
I think that Is probably the reason that they have been criticized. Tbe NPG 
should not be organized that way. Tbe corporate President must be a man of 
several disciplines. The merchant builder will have had little experience tn 
rehabilitation and the social consequences of a project the bureaucrat lias (per- 
haps) little experience with "product orientation," the city planner will be 
new to financial management, and the banker new to this program. Tbe ideal 
president will be knowledgeable In all tnese fields. 



T. USE TSE DEBT TRSTBtJUBNTS OF NPC FOB FSOPEBTY ACQDIStTlOK 

The debt instruments to be Issued under this law seem destined for Issuance 
through regular federal agency underwriting techniques. These are nncerrain 
times when, it seems to me, our most ba^c economic Issue is the restoration of 
the long-term capital markets ; a new Issue of an untried agency seems a 
perllona expectation. I expect the use of Second Liberty Bond moneys by tiie 
Treasury to acquire the NPO debt is Intended to ease the marketing problem. 
A further ease would be to require BtJD or other Federal aj^endea to accQft 
NPC bonds In full settlement of the purdiase price of houses acquired. Institu- 
tions insured by FDIC or F8LIC should be authorised to hold NPO bonds ac- 
quired in exchange for abandoned housing In the same accounting dassiflca- 
tions as the houses sold . . . that Is, primarily, ae though they were "home 
loans" as the regulations define them, rather than as non-conforming Inveat- 
ments, or permitted long-term obligations within the definitions of Uquldltr. 
Both of these steps, using bonds to pay HUD for houses, and the freedom of 
regulated InstitutionH to accept bonds for houses, will conserve the $36,000,000 
of cai^tal allowed to begin the agency. 

VI. WHYMrsoppoBTOFe-iBssiaTHATOFAi* "ExrattT" 

It may help you to know that I arrive at these conclusions otter a fairij 
long exiterience in a number of bousing situations. I have been the manaclng 
officer of a large savings and loan. My present field is mortgage banking, and 
I serve on the task force of the Mortgage Banker's AssociatiouH for RedUninc, 
In addition, I have worked with the Potomac Institute on their recent study 
on Inclusionary zoning practices, at foreclosed rites which could then only be 
cleared Into vacant lots. I am the Chairman of the Planning Commission In 
Pasadena. Uy experiences in Pasadena, Which Is 120,000 people, about as as- 
sorted ae any group one might find in the United States, and a microcosm o* 
all the municipal problems anybody has ever seen. The nice thing about Pasa- 
dena Is that we are small enough that. In our careful way. we are able to deal 
with out problems on a pretty human basis. From that experience I leam that 
It Is tbe human basis of dealing with urban problems that makes the sotutKna, 
and that la a further element In ffie Neighborhood ProtectiMi Oorporattmi 
which appeals tery strongly to me as a reason for Its probable succen. 

Beeent^, I have made a number of taUoi for tbe National Trust for Historic 
PKa«rratlou. I ^eak on tkt "rUiHetm wayfl of inkiKlt«, adaptive qsm «( olA 
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bnildlnEs, and In tbe restoratlc»t of an aged and IntereeUng, bat not nece^ 
sarll; historic, housing stock. 

A modest man would not stand b«fore yon and mention these quallflcatlous 
bnt J want to be aa loud as possible In saying that I am a guall&ed Judge of 
what will work In restoring cities, and this is one of the desperately needed 
tools to make them go. I congratolate you upon the l^islation and would be 
pleased to do anything possible to urge the Congreas to Its final enactment 

Addcvtoitm to Coukbntb or Rickabd Cbibbuah Bs S. 1688. 

Here Is the basis for my model of a Ijos Angeles project : 

A. Project definition. — 2,000 abandoned units comprising 1/Stli of the hous- 
ing stock In S census tracts where 24,000 persons presently occupy 4/S of the 
dwellings, and retaU/commerclal activities comprise 20% of the land uses. 

B. Obfective.—A healthy, but modest, neighborhood restored at the least 
possible cost 

C. Program and development. — Most abandoned units are repaired for re- 
sale, and those replaced are equal In number to those demolished. Tacatit/ 
abandoned commerclsl structures are demolished to the extent they inhibit the 
health of occupied premises j small landscaped areas and parking for occupied 
stores Is created by most demolitions. Key strncturea are an old movie 
theatre, a tabernacle, several churches, and a large abandoned pubUo building; 
these are rehabilitated, a mall order firm occupies the public building; and a 
triple cinema the theatre. Local public stores, (parks utilities, amUHemente, 
and so on) are modestly landscaped, and street tress, curbs, sidewalks, and 
streets are put back into as-bullt condition Jointly by the city and NPO. 

D. Fealurei. — Neighboitaood Housing Service organUation (per FHLBB) is 
funded with the income from ^200,000 provided 1,000 famlllee Join. 

B. Protect cottt.—SPC share ; 

2,000 units of abandoned housing acquired ¥16,000,000 

2,000 units of abandoned housing replaced or repaired 16,000,000 

Commercial and key structores acquired and "treated" 6,000,000 

Street Improretnents 2,000,000 

40,000,000 

Design, supervision, overhead and marketing 12,000,000 

Project Cost ^ 52,000,000 

F. Profect coital recovered at completion of: 

Sales of 2,000,000 units 40,000,000 

Sales of commercial and key structures „-, 2,000,000 

Net long term holding of comnierdal landscape, parking, and key 
structures . 10,000,000 

G. Project annual revenue* io Los Angelet: 

1. Direct benefits lA increased real estate tax revenues, annuall]': 
. 2,000 dwelling uniti assessed at 25% taxed at $12 per 

hundred $1,800,000.00 

All other taxable NPC properties, whether sold or held, 

assessed and taxed aa above 300,000.00 

8,000 dwellings existing whose tax yield increases 10% ae 

theareastabiliMs SCO, OOa 00 

Commercial structures existing whose tax yield increases 

10% as the area stabilises - — 600, OOa 00 

Total ._ _ ■ 2, 580, 00ft 00 

2,a Subventions for 6, 000 new residents in project area: 

Gas tax _ fl. 00 

Motor vehicles 6.00 

liquor . 50 

agarettes 4.00 

S^es „ 35.00 

Highway . 07 

f^f*^ . 

_jrotal -. .- — - ■ 54.57 

6,000X854.57 827. OOft 00 
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2.bSubventionB for 24,000 ctmtmuingresidents who redirect 80% 
of their trading activities back into the project becftiiee of 
improved facilitiea, safety and aervice: 

20%X$54.57X24,OO0 _ 262,000.00 

Total subventions -- - 589, OOa 00 

1 Multiplied b; 6,000 eqaalu $327,000: 

H, Summary of project. — ^The 842.000,000.00 of project sales either represents 
recapture of cash invested by NPO or, more likely, Includes first mortgages. 
Insured and uninsured, taken back to finance sales. The remaining 810,000.- 
000.00 of project cost Is for long-term capital investment, probably at a low 
yield, and possibly recoverable over and through Inflation and values. A case 
may be made that If 90% of the sales were carried back In mortgages yielding 
fair and current rates, the net cash flow from Interest (say 2% above deben- 
ture cost«) might allow write-off of the $10 million in 14 years. 

The real benefleiary In this project Is the host city . . . where the new cash 
flow to this project area is almost ^,21X1,000.00 annually. 

Senator Cranston. Mr, Lowe, will you proceed, pleaae. 

STATEMEHT OF CAET D. LOWE, ATTOENET, COMIIUKITT 
IHIVSHATION FBOJECT 

Mr. IiOWE. Thank you, Senator. 

Let me say that I'm speaking from the prospective of being an 
attorney with some experience in housing research and consulting. 
My organization, the community information project, has been in- 
volved in approximately a 6-inanth study of low-cost housing market 
problems in the Los Angeles area, including not only redlining and 
other related mortgage market phenomenon, but also the process of 
speculation of housing and the resulting abandonment of low-cost 
housing. 

It seems to me, based on my experience in this research, that the 
problem of abandonment of housing is really inseparable from the 
problem of speculation in inner-city and low-cost housing. 

In the Los Angeles area where we have traced abandoned proper- 
ties in various communities as to their previous ownership, we have 
found that across the board over half of the abandoned properties 
had just previously been owned by housing speculators that could be 
identified as repeating speculators over and over again in the same 
neighborhoods. By speculators, I mean either realtors or other indi- 
viduals who have bought up properties either through hard bulk sales 
or through low-cash payment purchases from individuals who were 
fleeing the neighborhood, doing cosmetic rehab on those properties, 
and then reselling them to incoming individuals at very inflated 
prices on FHA or VA mortgages. Now, if our calculations are cor- 
rect, then in fact those kinds of properties represent over half of tho 
abandonments in the Los Angeles area, and then speculators really 
merit a lot more attention than they are getting at this point. 

I'd like to add one other qualification at this point, and that is that 
I think that the abandonment problem in the Los Angeles area is 
greater than anyone here has recognized so far. I say that because 
most of the statistics that have been provided relate primarily to the 
city of Los Angeles per se. Doris Davis is from Compton and was 
here earlier and did talk about the problems of her community, but 



Digitized OyGOOgIC 



179 

there are many other areas periperhal to the city of Los Angeles — 
like Pasadena, Altadena, Lynwood, and other outlying commiini- 
ties — in which there are massive abandonments going on and which 
are not counted by FHA or VA or by any other Government agency 
normally in their tallies of abandoned properties in Los Angeles. 
I can't give you an accurate assessment of just how many there are, 
but there are a lot more than any of your lists show. 

I think there is also to a certain extent in this understanding of 
what the problem is that we are discussing. I think your legislation 
does direct itself pretty well to the problem, but I think a lot of input 
you're getting is not. The problem is not what to do with the aban- 
doned housing once they are abandoned ; the problem is how to keep 
them from being abandoned in the first place, and that goes partly, 
as Mike Salzman and other previous speakers suggested, to making 
sure that the people who buy those houses are qualified buyers in the 
first place and who can keep up with the payments on the loan. 
I think much more importantly it goes to what the quality of that 
housing is going to be at the time the property is bought by those 
people, whether it's from a Grovemraent agency, from an individual 
seller, or whoever. 

The problem is that we need to give people individual single- family 
homes that are in good condition on mortgages that they can afford 
so that they are not going to be stuck with oversized mortgage pay- 
ments ; they are not going to be stuck with properties that areteyond 
the scope of their financial ability to rehabilitate, and this has to be 
done on a constant neighborhood-wide basis, which I think your legis- 
lation Contemplates, so that you're not going to have random aban- 
donments throughout an area and depressing property values and 
lowering the desirability of that neighborhood generally. 

Now, it seems to me that if we can judge anything from the past 
itself that the private sector, the financial community, has proven 
itself imwilling or unable to cope with this situation. I say that 
because we can look not only at what happened in the years before 
HUD and FIIA came into existence, but what has happened to FHA 
mortgage programs in the last 7 or 8 years, during which time we 
have had fantastic abutting of inner-city communities, which I re- 
gard as being an overt conspiracy among mortgage lenders, realtors, 
rehabilitation contractors, and all other individuals involved in the 
housing mortgage market. 

I dont use that term lightly. I mean to say that these people all 
have vested interests in seeing that HUD and FHA was a miserable 
failure. They have profiteered on it consistently. They have made 
hundreds of millions of dollars around the country and left inner- 
cities like Los Angeles in a ruinous condition. 

Let me give you a typical example of what happens to a property 
that is speculated upon and off of which a number of people profiteer : 
say that in a given neighborhood, a beginning transition neighbor- 
hood, like a previously largely white community abutting the black 
community of south-central Los Angeles, is identified as one that is 
right for speculation. Through devices as crude as blockbusting — 
and others that are considerably more sophisticated — existing current 
owner-occupants are led to believe that their community is on its way 
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down. Now, one way that that happens is that they find that they 
can't ^t conventional mortgage loans, including for repair and reha- 
bilitation loans, on their properties. They know they are on their way 
to being FHA, and they know that that means that the property is 
going to go down and the neighborhood is going to be leas desirable. 

At this point, speculators can come into the neighborhood and pick 
up the properties at low cash prices, buying out people who are will- 
ing to give up a lot of the bulk of their equity because they'd rather 
sell out now for cash than wait 5 yeara down the road when the 
neighborhood is in miserable condition, apd they are not going to get 
much for their property at all. 

Once the speculator acquires the property, which may or may not 
be in good condition — let's assume that this is an older property that 
is in some need of repairs and rehabilitation to bring it up to housing 
codes, and needs to have some money put into it. The speculator who 
has now acquired the property, who has standard arrangements with 
housing rehabilitation contractors to do cosmetic repairs, will simply 
contract with his usual colleagues to do repairs that may look good. 
They may look like they meet code standards, but they won't. 

We've had discussions about this with local code enforcement peo- 
ple, and they recognize that they can't enforce the codes to the hilt. 
They often have to do the most superficial kinds of inspections, and 
they don't manage to make sure that the properties are brought up 
to proper code levels. 

At some point realtors steer incoming residents, often lower-income 
minority people, into these communities and arrange financing 
through their standard low procurers to get FHA mortgagee to these 
properties. The new buyers are often much less sophisticated than the 
previous owners. They don't realize that the properties are in the con- 
dition that they are in. They don't realize that the mortgage terms 
being offered are the ones they are not going to be able to make con- 
sistently and still maintain the quality of the property. I Qould go 
into this further, but I think you get a sense of what I'm talking 
about. 

Once they are in the realtors, the housing rehab contractors, and 
these other individuals who got them in there leave the scene, and 
they have no one left to deal with except whoever is holding the 
mortgage at that point and is demanding payments from them. Of 
course, they default in large numbers; and when they default, they 
either voluntarily abandon or are evicted. At that point the property 
is left for FHA, HUD, or whomever, to worry about boarding it up. 

Senator Cranston. Thank yoi) very much for your description of 
the property, 

Mr. Lowe. You get the idea. 

Senator Cranston. Could yon sort of abbreviate the balance of 
your testimony? 

Mr, Lowe, Let me make some specific comments about the Act that 
you're proposing, because although I think the intent in it is ex- 
tremely good, I see some holes in it that lend themselves to the kind 
of abuses that we have seen in the past. 

It seems to me that the first place you need to be concerned is about 
how the plan is going to be capitalized. I'm not a financial expert; 



Digitized OyGOOgIC 



181 

but from my reading of the section of the Act dealing with capitali- 
zation, it seems to me that it depends too much on acceptance by the 
private sector and on the obligations that are going to be instituted 
by the corporation. If the private sector wants to accept those — that 
is, if it purposely wants to thwart the intent of the neighborhood 
corporation — it will not accept the corporation's obligations on the 
second mortgage. They will be worthless obligations because no one 
will accept them in trade for properties, and the results will be that 
the corporation will be stuck with properties. 

Unless it can dispose of its properties, literally as quick as it ac- 
quires them, the corporation won't have liquidity. It's going to have 
millions and millions of dollars tied up in properties Wiat have just 
acquired, but they will be stuck with them, and they won't be able to 
do anything else with them. They probably won't even be able to 
properly rehabilitate the ones that are acquired. 

As far as rehabilitation of the property, it seems to me that you 
need much stronger standards than the ones now. To simply say that 
the corporation may rehabilitate or repair the properties before sell- 
ing them to incoming new residents, is much too loose. You need to 
have a standard — such as the Uniform Building Act or some other 
constant standard — across the country to be followed ; and it has to 
be required to be met, not to be put on a "They may do so" basis. 

I would also say that sales of the properties, once they have been 
rehabilitated, should only be to owner -occupants. If you let absentee 
landlords get into these neighborhoods that are going to be reha- 
bilitated, you just go back in the same cycle of speculation and 
exploitation. 

Senator Cranston. Well, might there not be some organizations 
that would be appropriate for that? 

Mr. Lowe. Conceivably nonprofit corporations could also fill that 
gap, yes. I think that is a good point. 

Ultimately, the neighborhood corporation has to be competitive 
with the private sector, or it's not going to work, and it has to be 
made competitive during the demonstration period; or, obviously, it's 
not going to reach the full basis that the bui-eau contemplates. 

The reason this may be difficult, if not impossible, is that the cor- 
poration is going to have, first of all, higher acquisition costs than 
the private sector does. It's not going to be buying on hard bulk sales, 
but rather making acquisitions from sellers. Its rehab costs are going 
to be considerably higher because it's going to have to meet code 
standards rather than simply doing cosmetic repairs, and it's going 
to have to pay realtor commissions in acquiring properties, which 
Speculators don't have to do. 

For all of those reasons, I'm skeptical about the ability of the cor- 
poration to compete financially with the private sector, that's going 
to require some subsidies, and I'm in favor of that. I'm Just saying 
that it has to be anticipated before this bill goes through. 

I've covered all the main points except that I want to add in closing 
that if you want to avoid with this plan what has happened witn 
HUD, you need to have some objective outside monitoring being 
done. HUD has failed to a large extent because of both internal cor- 
ruption and just gross inefficiency, and it's my feeling that you're 
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going to have to create a separate monitormg agency to be respon- 
sible not to the neighborhood corporation, but rawer to some external 
organization like tne General Accounting Office, and that this moni- 
toring agency should be charged with doing cost-benefit analyses of 
the work of the corporation and observing the practices of its officials 
to make sure that the kind of corrupt practices that have ruined 
HUD don't emerge here as well. 

Senator Cranston. Thank you very, very much. 

[Complete statement follows :] 

Statement of Cabx D. Lowe, Attobrez, Couudhitt Infobmatioh Fboject 
I. iKTBtarocTiON 

We believe tbat this bill represents a significant step forward In dealing wltA 
the problem of Inner-cltj housli^ deterioration and abandonment. By propos- 
ing to create a new agency to deal with this situation, it flnaiiy recognizes that 
tbe private financial community has abdicated its responsibility to the low-cost 
housing market, and that other goveriunent agencies, incluuding HUD, have 
done more to exacerbate the problem than to combat it. 

The Intent of the bill is also valid in tbat it appears to recognize the need to 
gain control of the entire mortgage market In a given areas as a precondition 
to dealing with the factors which cause abandonments. This is vital to con- 
trolling the activities of nonsing speculators, whose activities are inherently 
linked to the abandonment process. Our research Into mortgage defaults and 
property abandonments in several neighborhoods Of the Los Angeles area has 
consistently Indicated that more than half the defaults occurred on properties 
just previously owned by a relatively small number of identifiable speculators. 

It la necessary to construct an alternative to the existing private system of 
mortgage financing, because of all the vested interests which are involved in 
the preservation of the speculator market In the private sector. These interests 
Include financial institutions which literally bankroll speculators through high- 
interest interim financing, low-grade rehabilitation contractors who iierform 
cosmetic repairs at inflated rates, and mortgage bankers who provide financing 
for the buyer. The buyer, who eventually abandons the property, usually as a 
result of either the condition of the property or the inability to both keep np 
high mortgage payments and maintain the property, Is often procured pursuant 
to a conspiracy among all of these parties. Finally, since homes sold hy apecu- 
iators are ordinarily twught with a government-insured mortgage, it la FHA or 
VA which ultimately has to pay off on the defaulted mortgage and take pos- 
session of the abandoned property. 

II. COST COMFETIVSNESS 

In order to effectively eliminate speculator activity in the areas where tlie 
proposed Neighborhood Corporation would operate, it Is necessary that the cor- 
poration be able to do business on a competitive basis with speculators. As It 
would perform under tbe terms of the bill, there Is some question that tbe 
corporation could compete in this regard. First, It must contend with high 
acquisition costs, In that it is required to go through detailed l^al proceed- 
ings In taking possession of abandoned properties, and could have higher direct- 
purchase costs Chan speculators, who can acquire some properties through HUD 
bulk sales at a discount and others at undervalued cash sale prices. The cor- 
poration will also have higher costs than speculators In repairing the properties 
prior to resale, since speculators would normally do only cosmetic repairs, and 
the corporation hopefully would do more substantial rehabilitation ; a recent 
Study done for the City of Los Angeles indicated that the average cost of 
Fehabilitating a single-family home bought from HUD is over $6,000. Further, 
the corporation will have to pay realtor commissions since it apparently will 
have no other source of buyers for the properties it baa acquired and rehabili- 
tated. Finally, the corporation will have to discount its mortgages to sell In 
the secondary market. 
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m. OAFITAUZATIOII 

The proposed meana of capitalleatlon for the corporation described in Sec- 
tion 3 appearB somewhat risky. Althouugh the Issuance of initial capital stock 
Is within the control of the hoard of the corporation, the Issnance of further 
obligatlonB, which are apparently Intended to support the acquisition and re- 
habilitation of property, and the origination of mortgages, Is subject to the 
discretion of'an outside party, the Secretary of the Treasury. 

Furtbeimore, even if no olistacles are encountered in the issuance of obltga- 
tlons, it remains to be seen whether the private sector will accept them. This 
is not t>ecanse there is any reason to doubt that these obligations will be re- 
deemable, but rather because the priyate financial sector has a vested Interest 
in seeing this demonstration project fail, since It constitutes an invasion of 
their proflt-making territory. 

An additional problem iB that the bill allows too much discretion in the 
Betting of terms, including interest rates, on these obligations. As a result, the 
private sector may only agree to accept these obligations at such an Inflated 
IntereBt rate that the corporation Is bound to lose money on every transaction. 
Additionally, this discretion as to the terms of each obligation, which might 
theoretically provide useful flexibility, also creates an enormous opportunity 
for corruption. 

Our concerns as to these financial matters are expressed here only to ensure 
that these Issues are carefully considered, since we have no specific reason to 
believe that any of these potential problems will arise. 

IV. MONITOBINQ AOENCT 

Our greatest concern is that, while the undertaking proposed In this bill has 
great conceptual merit, and has the best of InteotionB, It Is no different la that 
regard than many previous proposals wliich have attempted to deal with mas- 
sive social Ills through equally massive corrective programs, and is subject to 
all the same problems and abuses Buffered by its predecesBOrs. Obviously, the 
classic case of corruption and ineffleiency dooming a well-intentioned program 
Is HUD. But while we are glad to see that this demonstration project Is to be 
operated outside the controls of HUD, many of the same potentials for dis- 
aster are present. 

To accomplish its purposes, the Neighborhood Corporation needs to be as 
self-contained as possible, minimizing its reliance on outside parties for con- 
tracted Rcrvices. At the same time, It does need to be constantly monitored 
by some outside agency which has no incentive other than to ensure the 
proper operation of the corporation. We propose that Buch a special agency 
be created, with the mission of conducting ongoing cost-benefit analyses of the 
progress of the project, and investigating potential corruption and other abuses. 
This agency should be required to make Its reports to an objective outside 
party, such as the General Accounting Office, to ensure that it remains free of 
Influence. Its staff should also be shielded from pressure, as well as from 
threats of dismissal in respone to their diligence. 

We do not believe that the confilct of interest prohibitions contained within 
Section 4(c)(3) of the bill are sufficient to guard against potential corruption 
within the corporation. Even If there are no overt cases of personal profiteering 
by directors or employees of the corporation, there stiil exists endless oppor- 
tunity for awarding of contracts to favored acquaintances, payment of Inflated 
billings with a view toward kickbacks from contractors, and a host of other 
situations of the type which have so consistently spelled financial disaster for 
HUD over the years. 

The bill also needs to be supplemented with some penalty provisions to be 
used against outside parties who proflteer at the expense of tbe project. It is 
not sufficient to merely blacklist such parties as to future dealings. The cor- 
poration must have authority to rescind contracts with them, and to refuse 
payment for goods and services, up to the amount found by the monitoring 
agency to have been misappropriated. Furthermore, in the selection of con- 
tractors, realtors, and other parties with whom it needs to do business, the 
corporation should b^n by eliminating all those who already appear on the 
blacklist maintained by HTJD. 
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V. MISCELLAITEOUS 

We alBo make the folloning recommendattonB, as waja to better make tMg 
bill serve tbe Interests which It Is Intended to promote : 

1) Single-family homes should only be sold b; the corporation to owner- 
occupants, so as to eliminate the problems generated by absentee landlords who 
fail to properly maintain properties ; 

2) The corporation should be required, rather than permitted hy Sectloa 
6<g) to perform repairs or rehabilitation on properties which it has sold in 
sabstandard conditions ; 

8) It Is insufficient to rely on a vagne standard such as "decent, safe, and 
sanitary," in Section 6(g), to describe the condition to which property mnrt 
be broi^ht before resale; Instead, compliance with me Uniform Buildli« Code 
should tie mandated ; 

4) Wherever possible, rebabllttatton work should be contracted to Individuals 
and firms la the low-income and minority communities, as a form of affirma- 
tive action ; 

5) The bill needs to contain some explicit reqairements as to the procedUKS 
for selection of properties to be acquired by the corporation, to ensure tbat 
the limited rcsonrces of the project will not be wasted on properties in areas 
which ace beyond rehabilitation ; 

6} The requirement for counseling of prospective buyers In Section 6(i) is 
very good as far as It goes, but should be expended to further require Instruc- 
tion on how to obtain re<lress for deficiencies In purchased properties, includ' 
Ing rehabilitation or compensation In accordance with Section 6(g). 



We strongly believe that Los Angelea should be one of the proposed demon- 
stratlon areas. I^ls is based on two Important considerations. First, the prob- 
lem of abandonment In the Los Angeles area Is worse than generally believed. 
This is because statistics such as those provided by HTJD and VA include only 
properties within the dty limits of Los Angeles, Ignoring the multitude o( 
abandonments in abutting commnnitles snch as Oompton and Pasadena, Sec- 
ond, although Los Angeles has a serioos abandonment problem In many areas, 
it also contains many neighborhoods which are beginning to become bllghtecl 
but are still very much salvageable. This combination of circumstances should 
make the Los Angeles area an ideal, and necessary, demonstration site. 

Senator Cranston. I would appreciate it if you would be very brief 
and summarize your formal statement and then submit your written 
statement for the record, 

STATEHEIIT OF ELLER KASTEL, RESEABCH SIKECTOS, CENTEB 
FOE NEW COEPOBATE PKIORITIES 

Ms. Kastel. I'll do my best. 

Senator Cranston, my name is Ellen Kastel. I'm research director 
of the Center for New Corporate Priorities, a Los Angeles-based pub- 
lic interest organization which specializes in research on the impact 
of financial institutions on minorities, women, the poor, and the aged. 
I also represent the National Task Force on Credit Policy, sponsored 
by the center, which is attempting to increase the influence of public 
interest and community groups over credit decisionmaking. 

I should also state that Craig Lowe and myself sit on the Los 
Angeles Community Coalition Against Red-Lining. 

We are very concerned because although abandomnent is a major 
problem in Los Angeles, we feel it is only one element in a multi- 
faceted problem, and unless analyzed properly from the beginning 
and appropriate solutions are found from the beginning, yoii will 
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•end up with just one overlay, one more fra^ent, one more program, 
and one more Grovemment bureaucracy. TEis goes to the demonstra- 
tion program in the three cities. What about the other cities ? What 
about the continuing growth of abandoned houses even as this pro- 
gram goes into effect ? 

We feel that it is really critical to have a full perspective of this 
issue rather than just deal with isolated problems. One thing that we 
are very interested in is a restudy of the financial institutions and 
their impact on mortgage spending and on homes. We know that the 
Cioverniiient programs to date have produced failure. We have not 
produced an adequate home for every individual. 

The House of Kepresentatives has to do a study which we hope will 
take a new look at housing and what kinds of programs and what 
kinds of insurance mechanisms diould be used. We are wondering if 
the Senate will do anything in this particular regard, or will it only 
continue with piecemeal programs ? 

Just because time is short, I will spend some time talking about 
some things that I think could improve this particular program, espe- 
cially if it was used in conjunction with other demanding affirmatives. 

If this proposed "Abandonment Disaster Demonstration Belief 
Act" is seen as one facet of a complete revamping of Feder^ 
mortgage-lending programs, its impact on the communities selected 
would be increased by incorporation of the following recommenda- 
tions : 

One : I thinli it is critical that half of the board members should be 
selected from public interest, consumer, or conmiunity groups and 
that these groujs should represent a broad spectrum of socioeconomic 
characteristics of the neighborhoods which have demonstration pro- 
erams. I would like to note that in the particular statement that the 
designation of chair and vice chair as "chairmen." I certainly hope 
this IS not a sign that the nine-person board will consist of nine men. 
This is just one example of concern of our kind of organization. 

The only criteria which is spelled out for representation on the 
board is that 

* * * not mote than five shall be members of any one politicKl party * * * 
The composition of this board is critical to the success or failure of 
the program. A more detailed description of selection criteria should 
be included in section 4. As I understand it, Carla Hills, who is in 
charge of HUD, will be on this board. 

Two : The national nature of this board places it out of touch with 
specific community problems. One fault with VA and HUD pro- 
grams is their lack of concrete knowledge of the houses they insure. 

In Los Angeles County, assuming selection, 12 boards should he set 
up. One for each redlined area in Los Angeles County. Bach board 
should consist of 50 percent public representation and 60 percent 
private. The present wording of section 5 does not describe theexact 
way to insure "local cooperation and assistance," and it must be 
etreiigthened to allow for local decisioumakixig and control Above 
all, it is important to set, ^ a, local eonunumty-based board.of dicec- 
tors for ea<^ metrppblitan area and neighbefhood. 
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Three: The impiu;t of counseling services provided to prospective 
buyers and owners of property has been proven to make a difference 
in the success or failure of other credit programs. This inclusion in 
section 6 is to be commended ^ and to fulfill its function, we would 
like it to be extended to last the life of the mortgage loan, regardless 
of how long the abandonment of these homes may oe. 

Four: More attention, as Gary Lowe stated, should be paid to ways 
of insuring that "homes are in decent, safe, and sanitary condition at 
time of sale." Specifically, present HUD and VA programs have 
failed to develop adequate safeguards for the buyer. Since the cor- 
poration involved would be responsible for the cost of any defect that 
was not corrected at the time of sale — if I'm reading the proposed 
legislation correctly — inspection programs must be initiated with 
more care than under present procedures. 

With all these changes and a rethinking of the "Abandonment Dis- 
aster Demonstration Act," I think the abandonment asked for is 
good, and we could make a giant step forward in eradicating housing 
abandonment in our cities. 

Senator Cranston. Thank you very, very much. 

I want to assure you that Carla Hills will be there and will see to 
it that not just males are appointed to the board. 

[Complete statement follows:] 



I am pleased to be bere and to see your concern about the growing abandon- 
ment of residential structures in Los Angeles and In otlier cities around tbe 
country. 

Tbe Center has Just released a study of mortgage lending policies in Lo« 
Angeles entitled "Wbere The Money Is," Mortgage Lending in Los Angeles 
County. Our steady sbows that one million people in Los Angeles County live 
in neighborhoods wliich are denied mortgage loans. During the first five 
months of 1974, these neighborhoods received less than one percent of all 
single-family loan dollars expended by state-licensed savings and loans. The 
twelve major areas denied mortgage dollara are Compton, Covlna, East Log 
Angeles, Boyle Heights, Echo Park, Highland Park, Long Beach, Pacolma, 
San . Fernando, Pomona, Pasadena, San Pedro, Venice, Santa Monica, West 
Covina, and South-Central Los Angeles Our study does not Include specific 
researdi on the magnitude of abandonment in Los Angeles, bat If it did, tbe 
map of abandonment would duplicate our map of red-lined commuultlea. 

Abandonment Is a major problem in Los Angeles, FHA and VA owned 
property In Los Angeles cited In your bill totals S,S45 abandoned houses. We 
have requested from savings and loans a Hat of the abandoned properties they 
hold In Los Angeles County. To date Gibraltar Savlnga and Loan, the seventh 
largest in tbe nation, Is the only one to have supplied this Information. Their 
list total 41 and includes not only residential but also commercial and vacant 
property. Multiply this figure by the number of financial instltutlonB involved 
In mortgage lending in Los Angeles County, and a picture of the magnitude 
of abandonment emei^es. 

But abandonment, while a distressing component In the decline of our cities, 
is only one element in a mulUfaceted process. To state that "boosing abandon- 
ment is still the major housing problem In our urban cities" Is to simplify a 
complex problem. Housing abandonment is one product of our nation's inade- 
quate mortgage-credit poUdea. We have, over the years, develcq;>ed a complex 
system of regulation; direct and Indirect subsidies to the buyers, sellctB, 
bniiders and flnancers of .housing. Taxing mechanisms; government Insurance 
and a myriad of other, often conflicting tools for providing adequate houring 
at a reasonable price. 
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While tbe concept of rebotldlng and rebabllltatlag abandoned bousing 1b a 
v/OTthy one, the money expended In whatever three cities selected will not be 
soffident to eliminate the nation's abandoned hoaslng problem. For even If 
the program operated opHmnmly, it would have no Impact on abandoned 
bouaes In other dtiea. More Important It would have no Impact on the aban- 
donment process which would continue unabated throughout the conntry. 

What Is needed Is a program to eliminate the issues of honslng abandon- 
ment. First, eliminating the profit which some Individuals and corporations 
make on abandoned housing would eliminate the reasons for misrepresentation 
of structural conditions on the one band, or Income and credit characteristics 
on the other. 

Second, FHA and VA programs were set up to meet a real need, the need 
of low-Income (but credit worthy) Individuals to own their own homes. But 
these programs liave failed. One of the major Indicators of neighborhood 
decline is the presence of government-insured loans In on area. Once FHA- or 
VA-lnsored loans are granted In a given community, conventional money 
dwindles and then disappears altogether. Credit-worthy families are refused 
conventional loan dollars and are force to contend with government-lnBurecl 
loans — with all their restrictions and red-tape. Housing conditions and struc- 
tural improvement are misrepresented to innocent buyers who ta!;e occupancy 
and are unable to pay the price to fix substandard conditions and deflciencies. 
In addition, credit characteristics of potential buyers are gerrymandered and 
and families who are Qnancially incapable of supporting mortgage payments 
are given government loans and: soon default on them. 

The present FHA and VA programs are unfair both to families who could 
afford conventional loans (but are denied them) and to neighborhoods whose 
abandoned home result from unscrupulous lending policies. 

Without setting up administrative standards to eliminate the abuses found 
in present HUD- and VA-lnsured programs the "Abandonment Disaster Demon- 
stration Relief Act" will fall as the number of abandoned homes outsteps all 
attempts at rehabilitation and redevelopment. 

In conjunction with a rethinking of government insurance programs, the 
"Abandonment Disaster DemonstraUon Belief Act" might sttand a chance for 
sncceaa. But the tendency of government programs is to superimpose on one 
faulty mechanism, a new "perfect" mechanism which will prove Just as Inade- 
quate. 

That National Task Force on Credit Policy and Its constituent organization 
Is working to destroy myths and build realistic programs for providing sound 
housing for consumers. The absence of a comprehensive credit program for 
mortgage lending has meant the failure of years of well-meaning plans such 
as HUD and VA Insurance. So today, as a result, we find that we have not 
made a dent in our goal of supplying sound housing at a reasonable cost to all 
sectors of the economy. 

It Is within this context that we must develop mechanisms of allocating 
credit to diose (wrtions of the population now priced out of the housing 
market. We have suggested a number of recommendations to achieve greater 
access to mortgage credit by low- and moderate-income famiUes. Most of 
these recommendations revolve around the same theme: flnandal Institutions 
must become accountable to the public, for It is our d«tKHit8 diat are being 
used to determine bousing policies. 

First, there must be full disclosure from all financial Institutions of the 
location of their deposits and loans, by census tract. Loans should be broken 
down by type and purpose and should Include a breakdown of conventional vs. 
guaranteed loans and loans for owner-occupied vs. absentee-owned property. 
Such data most be publicly available by Institution so that coosumera can 
assess the resxtonsiveness of each Institution. 

Each intituUon should make public a periodic "statement of ge<«raphical 
Investment pattern." Bach should be reqtiired also to keep on file copies of all 
written loan requests for a period to two years, so that the public can assess 
the extent to which demand is being adequat^y met. 

Second, branching and chartering requirements must be changed to give the 
public review of the perfonnanee of financial institutions. Each institution 
presently must file extensive Information to obtain approval for charters or 
new branches. We are suggesting a mandatory five-year renewal of charters 
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of financial Institmtions, which would be subject to rcTlew of the institution's 
performance In meeting Its Affirmative Action Plan. The public should be 
allowed to challenge t>oth charter renewals and new brancti appUcations <« 
the grounds that "public convenience" has not been met 

Third, all agencies which regulate financial InstltutlonB should have at least 
one-half public representation, made up cf individuals with not official or 
mcmetary connection with flnanctal Institutions. 

Fourth, all agencies which regulate financial Institutions would be enlisted 
to monitor and mediate complaints of credit discrimination. If patterns c< 
discrimination were found, regulatory agencies would be authorized to apidr 
sanctions — including : withdrawal of governmental funds, Increasing of reserve 
requirements, levying fines or revocation of licenses. 

flnallr, the government must develop a conscious credit allocation pro-am 
to channel mortgage credit Into hlgh-prlorlty areas not being served by finan- 
cial Institutions. The exact form is one which required input from other pobUe 
interest and community groups. We would be glad to supply a list of oi^a- 
nizatlon and Individuals interested In working towards such a solution. 

Senator Cranstox. The two of you, if you would wait, please. I 
do want to hear from you, but there are witnesses that were sched- 
uled and who I think may have other time demands on them. I w.ant 
to ask just a couple of questions before I dismiss this panel. 

Mr. Crissman, let me ask you; do you have any idea of how to 
sliorten the vacancy period for HUD-VA acquisitions ? 

Mr. Crisbman. Senator, the private foreclosures conducted by a 
savings and loan, or in fact by a mortage-banker in behalf of a 
principal, can take as little as 120 days. It can string out if you have 
service people and you can't get service or you can't discover the con- 
dition of their service record. 

Any further delay in acquiring the property is, I would think, that 
access of process over process, and it can be shortened and it can be 
dropped. It seems to me inappropriate for HUD to acquire proper- 
ties themselves. They ought to be acquired and handed on to ibe 
servicers who are qualified to dispose of the property and a logs 
reconciliation made with HUD later- 
Senator Cranston. Let me ask you this — and any of you that want 
to comment, please do so — do you feel that the foreclosure period 
should be shortened ? 

Mr. Rappaport. The problem is even really more complicated thas 
it appears on the surface with the last corporate entity involved. 
There has been — and it's increasing— the opportunity to go into bank- 
ruptcy courts and ask for a delay that can extend for I year, maybe 
2 years ; especially if there is a little bit of income, it can stretch on 
and on. There has to be s(»ne way some agency can step in imme- 
diately. We are talking about a matter of days, not the normal time, 
because the house can he ripped off in a matter of hours. 

Senator Cranston. Yes. I think a principal problem that we face 
with this bill in relationship to the administration and its nonsiipp(»t 
presently or opposition is ttie creation of a new agency; t^ere is cxm- 
cem about setting tip new bodies. 

Do any of you have any thoughts to express now, or could you 
submit to us in writing your thoughts, on now we mi^ht integrate 
this sort of a program into the present structure of HUD, and 
then at ^e same time allow for community decisionmaking aijd input 
in the process. 
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I'm afraid we're going to get into a deadlock unless we find some 
revision of that aspect of this bill, and wo need action on this prob- 
lem. 

Mr. Rappapobt. Certainly not integrated with HUD, 

Senator Cranbton. Well, what should we do ? 

Mr. Rapfafokt. hud, as we've earlier expressed, is out of sym- 
pathy with it, and they couldn't do the job. 

Senator Cranbton. Well, then what about rehabilitation, how could 
that be intergrated with HUD? HUD has to be involved in it, ob- 
viously. 

Mr. Crissman. I wonder if there is not some piece of HOLiC left 
around somewhere, or perhaps the Corporation for Housing Partner- 
ships could be given the additional stimulus and the capital sug- 
gested here as a vehicle. They are quite good planners. They are asso- 
ciated with the National Institute for Housing and Management; 
they are the founders of it. They are highly respected, and they have 
been able to balance their own budget. 

Senator Cranston. Would you give a bit of tliat information and 
submit it in writing to us? We do have a problem with the adminis- 
tration that we have to overcome. 

Mr. Lowe. I would be unalterable as to having HUD's administra- 
tion be over this corporation. My greatest fear is that if that were to 
happen, not only would it be subject to all the same corruption and 
all the inefficiency that IHJD has gone through, but it would also be 
liable to become nothing more than a bailout agency for HUD and 
all of its massive mortgage portfolio that it's stuck with. 

I don't want to see uiis corporation getting saddled with all of 
HUD's property and ending up literal^ bailing out HUD finan- 
cially. 

Senator Cranston. Thank you very, very much., I deeply appre- 
ciate the four of you testifying, and you have been very hdpful. The 
two of you please wait and stay there while we continue with the 
other witnesses. 

May we now have the final panel consisting of Prof. Frederick 
Case and Prof. Frank Mittelbach. 

Let me say that if you could just briefly summarize your testimony, 
I'd greatly appreciate it. 

STATEUEHT OF TKED E. CASE, FB0FE3S0B, BEAI ESTATE AITD 
TTRBAS LABS ECONOUICS, OBASUATE SCHOOL OF UAHAGEHENT, 
UKIVEESITT OF CALIFOSHIA 

Professor Case. I'm Fred Case. I'm on the board of directors of a 
major savings and loan company that has an office in Compton. I'm 
on the city planning commission, and I've been on the building safety 
commission for code enforcement, I've been doing research at the 
university, and I also do consulting with private oi^anizations who 
want to know what to do with property that's no longer in economic 
use. 

First, we have done a study of nine different cities, and I offer for 
your staff this book that I wrote in which we asked what worked in 
different kinds of cities. At the back we have summarized the ihing 
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in about three pages where tee list all the things that need to be done tu 
provide housing in the inner city. We compare that with solutions to 
these problems, and then we rplate that to tlie various Federal prob- 
lems that will give you an idea of thn gaps. 

Let me just eay something that I nope can be brief, and I won't 
offend too many people — I don't mean to be offensive, but I su^^^t> 
Senator, that f've watched thfse kinds of hearings. Normally, I re- 
fuse to come to them. 

My experience in the city saj^s that what's occurring here is that 
you have identified a. white elephant, and what you're getting is a 
bunch of blind men telling you what the white elephant looks like 
from tlieir perspective; in otlicr words, when you get an expert in 
here, if you listen, each one says it's a rope or it's a pillar or it's 
something else. 

I would suggest that maybe at this point you might want to turn 
the hearings around. There is no need to talk to any more experts. 
HUD, FHA, the National Science Foundation, and other agencies 
have examined this problem of experts for years. There ate hundreds 
of studies available so that if you want help on what can be done, 
we'd be very happy in our research program to give you an annota- 
tive bibliography. You dont need any more expert testimony. The 
thing that I find in looking at this is that no one talks to people who 
are going to have something done to them. I would suggest that if 
you could create a pragmatic agency which you or people sponsoring 
the agency would say. "We are goinc to take a personal interest in 
this, and you're going to be personally responsible for reporting to 
ids on domg what we want done." Then if you would say very 
specifically what you want done — "We want 10,000 abandoned houses 
rehabilitated, and we want 10,000 times" — in other words, set your 
objectives very specifically. 

Then talk to the people to whom you want to provide this housing. 
Talk to the people who are living in the rehabihtated housing. Come 
down in to Watts and walk around and talk to the man on the street 
and find out what the problem is ; let them tell you what the problem 
is, and then turn to the agency and say, "Here's the problem. You 
go solve it." 

I think what you're trying to do is nece^ai^, Tjut I'm very con- 
cerned that if you let HUD or FHA get neajr it, you can document 
it, and they are going to ruin it. It's going to turn into profiteering. 
I think you're doing the wrong thing. I think yoii're listening to 
the wrong people, I'm very much in favor of citizen's participation. 
In our planning commission we approve citizens' participation, and 
We find if we allow the people who haVe the problem to tell us what 
the problem is, then we turn to them and say, "Hrt«, solve it" Don't 
solve the problem that you're defining, don't solve what you can solve, 
but here's the problem, 

■ Now, I want you to use whatever is available, and I would suggest 
that this is what your agency really ought to be defined as : One that 
will use any agency in the Government, any study, any program, any 
private group that it can to get done what has to be <lone, that is all. 
Senator CranBton, Have you or people working with yon talketl 
to the people that you are referring to, those living in these commu^ 
nities? 
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Professor Case. Yes, sir. 

Senator Cbanbton. What do Uiey say needs to be done? 

Professor Cabe. Well, a lot of things, and I hate to speak for 
them — and I apologize for the people who are in the audience. 

(1) The problem of crime and police harrassment; (2) Schools 
that are inadequate; (3) Lenders that give them the runaround; (4) 
City bureaucrats that push them around from one agency to another 
until they get discouraged and can't do anything: for example, hav- 
ing hearings and things that are going to affect them at times whcii 
they can't come to those hearings; (5) Making everything center 
downtown where there ought to be somebody out here; and (6) 
Going to the FHA and rinding total indifference. People can't 
answer questions or won't help them, saying this is not our problem. 

For example, next week I^ going to talk about an area called 
"Village Green." One-third of that area is in a constant state of evic- 
tion, and the other two-thirds are thinking of leaving. What can yon 
do for a property area like that? Well, we are going down in there, 
and we have talked to them. We think probably the best tJiing is to 
just clear out the whole area and put in light manufacturing and 
provide employment because the basic problem of evictions is that 
people lose their jobs, and then they can't afford to pay the balances. 

We've looked at the Pacoima area and the boarded-up houses there 
and talked to the people there asking them, "Why did you leave*'* 
And the answer^ is, "Well, gee, you give me a nice house and 
Pacoima is a great place to live, but I have to have a car to get work, 
and I can't afford a car." The family now has to have two cars. Well, 
you go on down throudi the whole area. 

Senator Cranston, Well, if you clean up housing in Pacoima, what 
effect would that have ? 

Professor Case. Well, it's not housing. The problem in Los Angeles 
is that there isn't a lack of good housing. There is a sufficient supply 
of good housing. It's the pnce of the housing and the ability to buy 
the housing so that in Los Angeles if you aren't earning at least 
$20,000 a year, you're not going to be able to afford a house. 

In the Village Green area there is a lot of good housing around 
there. What we would be taking out is so insignificant in terms of 
what is still available and what it would do for the capacity of the 
people to pay for the housing and stay there and to buy more hous- 
ing, will be so great that the net cost benefit is all in favor of doing 
this. The neighoorhood is constantly changing because it's a sourcfe 
of crime and vandalism, which liave our gangs living in there that 
every once in awhile swoop out of the area and go ove^r Baldwin 
Hills and raid Baldwin Hills and rip it off. or they get out into the 
Village Green area, if you know where I mean. If you clean up the 
area, at least you stop that sort of vandalism and crime. 

It's the same way in the south Los Angeles area. There «re some 
very fine neighborhoods in here, and the neighbors have to bnnci 
together to protect themselves. If you can take 5 minutes, drive 
around some of tltesa streets and ask yourself, "Why should a modest 
low-cost housing have all this iron grilling over everything in the 
' house ?" That is one of your answers. 

Senator Craxstox, IVell, thank you very much. I appreciatJa your 
frankness. I accept your criticisms, and I agree with virtually all of 
them. 
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Professor Case. Tliank yoii, I*m sure. I Uiink I've known j-ou 
quite awhile. 
Senator Cr^vxstox. Thank you. 
^Complete statement follows :J 



I am apeakiug a» a prirate person altboiigli I wns on tlie IiOa Angeles CItr 
Building and Kuft^i; CouiuiIkkjou for U ;ear». working on rode euforcemeiit und 
neighborhood reliLiliilitatiun. I Lave lieen a inemlier of the Planning Commission 
for two yejirs, one year as Its Tresldent. Four more years are remaining in my 
present term. Itly emphaxls has lieeii on proriding low-cost liouslng throngh 
effective landuse planning. I liare iK-en Involved in researeli on honidug for 
more than 20 j-eurs. I aiu snUmlttltig u research report with these comments 
representing more tliau thre*^ yi'ars of researcli in nine Americaii cities for 
the purpose <>F detrrminlng winit iiri^riims suct-eedeil nnd what programs 
failed in providing iiettfr, lower-cnst housing for Inner-city families. (Inner- 
City Housing and I'riviKe Enterprise. Frederick E. Case, (ed.l Proeger Press, 
New York, 1UT2.) ^ly tcstiuioiiy will reHect these t-xiterlenceii and Kindles. 

1. THEBE IS A NEED FOB H0D8IHQ COKSERVATIO, HEII.\BIIJTATION AND IMPBOVEMEKT 

The intent of the bill Is very much In tune with future directions in which 
the housing industry must move for the nest decade at least. The prcie of new 
housing places it beyond the reach of all but about SO-40 percent of all 
American families. Each year, we 'lose from the market place through aban- 
donment and other means about two percent of the existing inventory, or 
approximately 1,400,000 housing units. The resources needed to save even 
one-half of this unmlier are considerably less than those needed to buUd an 
equivalent number. If modestly priced homes and rental nnlta are to be made 
available, more attention must be paid to saving the existing units. 

2. THEBE IS A NEED FOB AN INDEPENDENT AGENCY 

HTJD, and particularly the FHA. la burdened with sncb a broad array of 
housing programs, some conflicting In purpose, tliat it should not be aaked to 
supervise this program. More Importantly, neither agency has demonstrated a 
capacity to deal with programs or concepts which are somewhat foreign to 
the basic purposes of either providing new subsidized housing to low-Income 
families or insured home loans to middle- and upper-income families. Further. 
the manager and administrators of these agencies should not be asked to 
participate In the operation of the new agency, although they could undoubt- 
edly give some useful advice on Us operational policies. 

The Neigliborhood Protection Corporation (NPC) should be given goals and 
objectives which are precise, measurable and related to definite time periods. 
Annualy, the agency should be required to spell out its goals in terms of ac- 
eompUshmeuts, cost and manpower and, at the end of the year, report on the 
differences tietween what It planned to accomplish, what It failed to accom- 
plish, and what It Intents to do about it. One of the major weaknesses in 
tlie 1M9 Statement of National Housing Policy Is tliat the goals are so 
generalized and the prograiDS supporting x)ollcy so indeterminate, that there 
Is no way of getting a useful cost-effectiveness measure of the programs. 
. This Is not to say tnat the program should pay for themselves or necessarily 
be measured against some type of economic yardstick, but NPC should tie 
held responsible for productivity according to the goals Congress has In mfnd 
when it creates the agency. 

3. A PDTBNTIAI. OF CONFLICTING OBJECTIVES COTJU) CBEATG FBOBLEUS 

Rehabilitating abandoned housing now does not mean that this housing 
would be suitable for low-Income families. Improving abandoned boualng and 
the adjacent neighborhood can create a complex ot expenses that would make 
, the cost of the improved taonsing too high for any but mlddle-or upper-income 
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families. There is no reason wb; dealing with abaadonment and pioviding 

iow-cost houBing i]Ould not be handled in one agency, but the two should not 
be tied together. Both needs exist — save the abandoned housing and provide 
centrally located housing for low-income families. 

If providing housing for low-income families is the objective then subsidies, 
family counseling, flexible loan arrar^ements and a host of other things are 
needed whicb bave little to do with recovering abandoned housing. One of 
the reasons for much abandoned bousing is the failure to deal witii the people- 
problems associated with providing the housing to low-income families. 

On the other hand, saving abandoned housing when coupled with neighbor- 
hood rehabilitation and Improvement of existing public facilities and programs 
can halt deterioration. Some subsidy Is involved in this program but the 
housing should be made available to those who can afford it, particularly if 
the effort results in a better class neighborhood for the minority families 
earning $10,000 to $20,000 annually. Some would say this is gilding the lily, 
but the realities are that many neighborhoods with predominantly middle- 
income families, particularly minority families, could be saved with great 
benefit to the families Involved. There are simply not enough older neighbor- 
hoods or housii^ at modest prices available to minority families. If NPC has 
to repay its Treasury debt, it cannot accept PIIA-VA values. FHA-VA should 
be required to accept losses arising from Inflated appraisal values. Perhaps 
FHA-VA should be asked to use their "Insurance" resources to absorb their 
losses on abandoned property. In some ways the legislation has the aspects or 
urban removal. 

4. WE SHOULD rSE WHAT WE AUtEADY KHOW AEODT 



Over the years, HUD has contracted for hundreds of studies about all binds 
of bousing problems. Some evidence of this is found in tne materials provided 
by Mr. Schechter for inclusion in the CongresHnnal Recordi. There Is no need 
for additional research or studies on the subjects of this legislation. Before 
the NPC begins operations It should be required to submit a full detailed 
analysis of all studies undertaken by HUD which relate to the subject. Fur- 
ther, it should list and evaluate all suggestions that have been made about 
rehabilitating housing and use them as a basis of developing their own opera- 
tional policies, programs and goals. One of the persistent inabilities of federal 
bousing agencies is to learn from all of the studies that they commission. 
Too frequently they use selective learning to hasten the failures of the pro- 
grams they administer. Clear differentiation between individual abandoned 
units and areas of abandoned properties. 

G. WHAT IB THE UABEET FOB THE HOUSING TO BE SATED} 

One of the sad facts about providing low-cost housing is that those for 
whom It Is being provided are seldom asked what they want or need in hous- 
ing. Any private corporation planning to undertake the kinds of activities 
envisioned for the new agency would first do an extensive market study to 
determine who would want the housing, what physical characteristics would 
they want in the housing — I.e., bedrooms, baths, privacy, neighborhoods, etc.. 
how much can the families afford In price of rents, what kinds of financing 
terms would be needed, what kinds of other help would the families need to 
move into the housing. 

Another market factor about the abandoned housing is that there is a lack 
of real understanding of why the bousing was abandoned. Circumstanees vary 
vridely from community to community, so that the reasons for abandoned 
housing In Newark or New York, Memphis or Indianapolis or Atlanta or Los 
Angeles are not the same. In Los Angeles, for example, housing has been 
abandoned in Pacoima not because the families did not want the housing nor 
could not afford the payments, but because the housing was so remote from 
employment sources that the breadwinners could not afford the time and 
expenses Of getting to their work. On the other hand, in south-central Los 
Angeles, experiments with rehabilitated housing Indicated no one would buy 
the homes even at bargain prices because of the high cilme rate in the sur- 
rounding area. Recently the Bank of America agreed to cooperate in helping 
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rebabllitate hotisInK neat Qie downtown area, but before this conld be done, 
the Planning Coiainiaslon had to declare tbe area a special planning area, so 
that more reetrlctlTe aspects of bnllding and zoning code enforcement could 
be mitigated. Lenders sometimes foreclose on property and create abandon- 
ment because numerous types of regulatory controls make foreclosure the more 
economic way of handling a housing problem, rather than making a serious 
Effort to work with the family in trying to save the houaing, 

FHA-VA values are too distorted for the NPG to be able to pay thoee values 
and accomplish its objectiTe, 

B. CLOSE COOBDinATIOK WITH LOCAL AND BTATB OOVBBNUENT IB A MUST 

As the NPC operates it will find that help is needed in the form of legisla- 
tion, services, or programs from the city, county, and state governments. Some 
form of continuing coordination should be Integral to the ^ency's operations. 

More importantly, agency operations should be carefully related to local 
planning and zoning prc^rams. In Los Angeles, we have 35 separate community 
plans, with each community requiring a slightly different approach to its 
bousing and neighborhood conservation problems. Too frequently actions by 
federal agencies are at cross purposes with the local community needs and 
objectives. In fact, the actions of PHA have been a major factor in encourag- 
ing tbe flight to tbe suburbs and the abandonment of tbe Inner-city. 

I. FBIVATG innUBTEY AND THE LABOE CNI0S8 SHOTILO BE ASKEO TO HELP 

Federal housing agencies do not make effective use of the services, tbe 
expertise which exists in the private sector. Serious thought should be given 
to ways In which builders, contractors, Realtors, mortgage lenders, labor 
unions can be used to advise and assist NPC In implementing its programs. 
Ijenders, for example, could suggest ways of solving mortgage-tending regula- 
fi»ns. lisbor unions could counsel in improving labor productivity. In other 
-words an advisory counsll, with some powers and responsibilities, might pro- 
vide an effective advisory service to the board of directors of NPC. Basically 
NPC will have to face the tradeoffs between social objectives needing subd- 
dles and Bnandal goals related to Treasury financing and neighborhood and 
property rehabilitation to market standards. 

Senator Cranston. Professor Mittelbach, please be as brief as pos- 
sible. 

STATEHEHT OF FRANK MITTELBACH, FROFESSOK AND JOHN 
CliPP, ASSISTANT PROFESSOR, UNIVERSITY OF CALIFORNIA 

Professor Mfttei^ach. My name is Frank Mittelbach. I'm on the 
faculty of the grad school of management at UCLA. As part of mv 
professional work I specialize in housing, eliciting urban stTidies, anJi 
I have been research coordinator for a Governor's Housing Commis- 
sion on Housing here in California and also a consultant to President 
Johnson's Committee on Urban Housing, as well as HUD and other 
agencies. 

I'm accompanied by Prof. Jolui Clapp this morning, and he asks to 
^oin nie in the statement, and he will quicldy present a summary of 
our full paper which we have submitted for trie record in advance. 

Senator Cranston. Thank yon very much. 
. Professor Ci^pp. Thank you. Thank you, Frank. 

I might say that my expertise in this area stems from a year-long 
study which I have recently completed on housing abandonment in 
New York City. 

Research on housing abandonment has succeeded in compiling a list 
of factors which are causally interrelated with each other ana with 
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abandonment. Some 45 lo^cally distinct factors were enumerated in 
my recent study and review, so it might be eaid that the research 
establishment in the academic establishment, in its infinite wisdom, 
has determined that aUnost everything contributes to housing aban- 
donment and that housing abandonment contributes to anything that 
is left over. We are given to understand that housins abandonment 
is a special case of the general proposition that everyUiing is related 
to everything else. 

Now, for a crime-related view on housing abandonment. Despite 
this distressing situation concerning the research and literature, we 
feel that some progress has been made in distinguishing the most 
important variables which are causally related to abandonment. 
Almost every study of the subject has found that crime— particularly 
vandalism, which falls heavily on the communities afflicted with 
abandonment — strongly discourages both landlords and tenants. 

Tenants with sufficient income move to safer communities, commu- 
nities which may have offered more attractive housing even in the 
absence of the crime problem. 

Landlords don't see the sense of investing in a property whicli is 
frequently vandalized and stripped of valuable parts. You have heard 
this in the previous testimony here today. Thus, basically sound hous- 
ing becomes vacant and valueless; it stands ready to house further 
criminal activity, to send fear through neighboring resid^ice, and to 
signal to others outside the community a declining neighborhood. 

Many very low-income families cannot afford to escape the neigh- 
borhood experiencing high rates of crime and abandonment, so a 
strong association is observed between abandonment and the ability 
to pay for housing services. The low ability to pay for services is 
associated with the high rate of abandonment. 

^Vlien landlords become discouraged about their buildings, lenders, 
bankers, savings and loans, and others become petrified with fear, 
so neighborhoods experiencing abandonment are usually found to be 
redlined. The redlimng of a whole neighborhood because it contains 
some abandonment may reflect racial prejudice, just as the flight of 
white tenants and the discouragement of white landlords may reflect 
prejudice. Well, that's a crime-related view. 

We might interpret the same inference from other points of view 
like an income-related view. There are many variations on the aban- 
donment process, and more importantly, there are other ways to inter- 
pret the process. 

For example, the process may begin with the inflow of low-income 
tenants and the exodus of those with the ability to pay for newer, 
more attractive housing. The resulting high vacancy, or at least a 
high turnover rate with attendant costs associated with turnover, and 
cost of low-rental return causes abandonment. 

Ironically, the ability of our economy, aided by numerous govern- 
ment subsidies, to produce new housing opportunities may account 
for the abandonment of the less attractive bousing stock. The aban- 
doned housing then facilitates crime, causing part of the observed 
association between abandonment and crime. 

Fimdiy, we have some comments on the neighborhood^ protection 
corporation. We visualize several ways in which the neighborhood 
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J»rotGction corporation might work, but none of them would seem to 
ead to a satisfactory resolution of the abandonment problem. 

One possibility is that the corporation will arrest abandomnent by 
investing large sums in the rehabilitation of housing in a given neigh- 
borhood. But we know from Mite Salzman's testimony and other 
testimony that rehabilitation is an expensive process of $7,000 or 
$8,000 for rehabilitation, so we think that it is unlikely to occur on 
a scale grand enough to attract tenants who can repay the govern- 
ment's capital and repay bondholders with interest. 

We certainly would not bank on special circumstances such as the 
favorable movement in interest rates which bailed out the Home- 
owners' Loan Corporation in the 1930-40 period. 

There is another possibility which operates on the assumption that 
abandonment spreads like a contagious disease. The neighborhood 
protection corporation may somehow contrive to acquire housing 
early in the abandonment process before it is vacant and vandalized. 
By injecting a relatively small amount of capital in the housing thus 
acquired, the spread of abandonment may be arrested. 

However, we have grave doubts about the contagion tlieory of 
abandonment, even when viewed in the context of a more sopliisti- 
cftted theory of neighborhood effects. These theories rest on the most 
casual observations of the way the world works ; we suspect that the 
difficulty in offering such evidence either pro or con in relation with 
the contagion theory accounts for the popularity of the theories. 

We think that a prudent approach to the abandonment problem 
demands that confidence be placed in the views, such as the crime- 
related view and the income-related view presented earlier, which 
have withstood rigorous analysis. In capsule form, solutions must 
address the inability to pay for housing, and they must address the 
high rate of crime and vandalism. 

We do think that there are viable alternatives to the neighborhood 
protection corporation. For example, appropriations can be increased 
to the housing allowances portion of title II of the Housing and 
Community Development Act of 1974. These additional appropria- 
tions might carry tlie stipulation that they should be provided on 
especially favorable terms to tenants in neighborhoods experienc- 
ing abandonment. Tlie resulting improvement in the ability of low- 
income tenants to pay for housing services in the afflicted neighbor- 
hoods, accompanied by tlie requirement of title II that .landlords 
provide well -maintained housing, will surely slow the abandonment 
process. 

If housing allowances were provided in sufficient volume to neigh- 
borhoods experiencing abandonment, we believe the abandonment 
process might be reversed ; and in this respect, we are in basic agree- 
ment with Mike Salzman. However, such a step would have to be 
accompanied by measures to reduce crime and vandalism, including 
its sources. 

Finally, I have one other comment. Basically, I agree with the 
testimony of Michael Salzman, and I agree with modifications that 
he suggests to the Housing Community Act of 1974. These modifica- 
tions would deal greatly with the abandonment problem, and in addi- 
tion I have the sugg^tion that I made that some of the housing 
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allowances we set aside should be willing to occupy housing which 
is identified as being in danger of abandonment. 

Finally, I do have a suggestion for shortening the vacancy period. 
I don't see this as a legal problem; I see it as an economic problem, 
and the reason is that I believe that statistical work has shown that 
abandonment occurs when a house or a building is considered value- 
less ; in other words, the economic value, it has no market value. The 
landlord sees no reason to retain ownership or even try to sell it 
because it has no value on the market. 

My suggestion is that subsidy money be provided to acquire this 
housing just before it becomes valueless; in other words, at nominal 
prices to acquire the buildings, offers of $100, $200, $300 to landlords 
who will rehnquisU their housing for that amount. 

Some further arrangements would have to be made for housing 
which is encumbered by mortgages, and basically I think the same 
kind of opportunity could be offered to the lenders that they could 
receive $200 or they can try to sell the house on the market. If it's 
really valueless on the market, then they will take the $200, and then 
the non-profit corporation or whatever kind of corporation the Hous- 
ing Community Act which does this, which does acquire these prop- 
erties, will have title and witliout the legal hassle that goes with court 
action. 

Senator Craxston. You've given us some good suggestions on how 
to prevent housing from being abandoned. What would you do with 
the housing that has been abandoned and vandalized * 

Professor Clafp. Well, I think the Housing Community Develop- 
ment Act of the Senate, title 1 or part of it, could be used to (a) re- 
habilitate, (b) demolish. In many cases, there is nothing there, and 
it just has to be demolished. 

Senator Cranston. Obviously, if we're going to do that, there will 
be a need for funding for that effort. 

Mr. BncKLEY. I wanted to say tliank you for the suggestion on how 
we would prevent abandonment and just to review one point: you 
were suggested that HUD should go to the lender in the case of a 
mortgage on a single-family home and offer him slightly more than 
the amount of the mortgage so that he would turn the property over. 

Isn't there the possibility that HUD could go to the owner himself 
and let him know that he doesn't have to walk away from this house 
in order to avoid his responsibilities under the mortgage, if he doesn't 
have the money to pay off the mortgage. He can sell the property 
to some entity — whether it's FHA or some other entity — which will 
secure the property immediately, and he can make $200 or $300 on it 
so that the property will not be economically unviable. 

We have found in Detroit and Chicago and elsewhere that people 
bought older houses with only these cosmetic repairs, and the house 
has been refurbished. They put $500 down. They didn't have the 
money to repair the furnace, when it gave out. If they couldnt pro- 
vide the money to repair the furnace, you could buy the house from 
them, put it up to code, and then sell it to someone else or lease it to 
some other person or to the individual who was in there himself. 
You can even buy it from him and lease it back to him. 
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Profeaaor Case. Let me say something from the lender's viewpoint. 
First, let the lender have a tax write-off if he turns over an aban- 
doned house eqnal to the amount of unpaid mortgage. Secondly, dont 
let the home loan bank, Federal Savings and Loan Corp., get in the 
act by requiring the lenders to put up special reserves for property 
which appear near abandonment or in areas where there may be some 
special problems. Just let a saving's and loan make the loan and not 
ask him to put up these other things so he can make his normal profit, 
and I think you'll get along a lot better with savings loan people. 

Senator Craxstox. Do you have any advice to us on the conflict 
between, on the one hand, the view of the Administration that we 
should not set np new entities like the Neighborhood Corps., and on 
the other hand the dismayed advice by the previous witnesses over 
the idea of leaving this in the hands of the present HUD operation? 

Professor Case. Yes, definitely. If we are going to get more honsing 
in the United States, we are goinc to have to save the stock we have. 
Bach year we lose around a million to a million-and-a-half units. 
If we can create an organization whose only goal is to keep at least 
5 percent of that stock from being abandoned, we have a good reason 
for a new organization. 

If you look at FHA, VA, TRA, THA, the whole array, they are 
not dealing with the existing inventory in an effort to keep it from 
becoming abandoned. They want simply to improve it, and they want 
to provide new houses. 

Yes, I think there is a need of an agency whose only goal is to save' 
what there is. It has no other fimction except that. Let us keep from 
losing in 1 year more units than are financed new by all the Govern- 
ment agencies combined. 

Senator Cranston. Well, what about the administration's pretty 
firm position against setting up more agencies V 

Professor Mittei.bach- Perhaps our full testimony evidences more 
skepticism than was shown in the summary. I do feel that it would 
add an additional layer of complexity. 

I think there is something that became quite apparent this morning 
in the discussions and that is the extraordinary constraints and insti- 
tutions that surround housing. I mean, it is a morass, and the ques- 
tion comes up as to what would another layer do; particularly, when 
the problems, perhaps, are not so much in the physical property per 
se but have to do with the social conditions and income and neigh- 
borhood situation where much of this housing is. 

Now, it is our contention in the testimony— and I would sustain 
this idea— that by itself, strictly looking at the property without 
serious concern with the people that are currently living in there or 
which have lived in there or that might live in there, would be a 
very serious mistake. 

We must orchestrate a variety of efforts in order to preserve and 
maintain older neighborhoods. It is not strictly a housing problem 
at issue of abandonment, and I think we would stress this and em- 
phasize as much as we can. 

Senator Chanbton. Thank you. 

Professor Case. Senator, specificially I would take the FHA, and 
I would make it into a private operation. I would make it somewhat, 
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perhaps like the Home Loan Bank operates or one of those organiza- 
tions, where those who participate in the FH program buy stock in 
the organization. The Treasury finances it additionally, and then you 
buy stock and participate in it that way. There are enough private 
mortgage guaranty insurance companies around that the functions 
of the FHA could be well performed by them. 

The FHA is now constituted and responding to conditions of 1932 
and 1938. It is still responding to an outdated housing policy. It's the 
housing policy that has to be changed. There are several of these 
housing agencies that I would suggest ought to be returned to the 
private sector so that the Federal Government can spend its resources 
where its most urgently needed for the one-third of the population 
that continues to be unhoused, although in 1932 we said that we were 
going to solve that problem. 

Professor MnrEuiACH. Let me make an additional comment. 

We are somewhat concerned, also, about the fact that this particular 
bill tends to, once again, emphasize the proiwrty and production site 
as contrasted to the question of increasing the demand and the 
capability of people for housing and a demand in specific neighbor- 
hoods. 

I think we have had a most unfortunate experience in the producr 
tion of homes, and we would hope tliat any steps that are taken 
would not perpetuate this situation. 

Professor Clapp. I'd like to say tliat, once again, under the Hous- 
ing Community Development Act of 1974, new organizations to deal 
with the abandonment problem are quite possible, out tliey would be 
locally baaed organizations and not another layer of Federal bureau- 
cracy, and I think the Administration would find this acceptable. 

Senator CiL:\n8ton. Yes, I think that is a good proposal. 

I want to thank you very, very much for coining. Despite your 
skepticism about the value ; it was of value to us. 

[Complete statement follows :] 

Statement of Frark Mittlebach, Pbofessor aud John Ci.apf, 
AesiBTAnT Pbofessob 

In our pTesentatloD at these hearingB, we are mindful of one of tbe key 
pui^MBeB, namely, to consider B-1988 wMch la intended to support corrective 
actions to allsTlate housing and other property ebandomnentH In many areas of 
our citlee and to generally enhance housing and community environments. We 
note with interest a reference In S-1988 to selected federal mortgage insurance 
and guaranty programs. The contention seems to be that these program made 
a contribution to aggravating housing abandonment problems. We would like 
to examine this contention presently, but if, correct, troublesome questions are 
raised. These very pn^rams also were designed with the best of intentions, 
and tbe assumption prevailed at the time of enactment that they wonld sig- 
nificantly improve housing and tlie residential mvlronment of low-and mod- 
erate-income populations, especially In innercity areas. 

The point we wish to stress Is that often there is a wide disparity between 
the Intent of many of our bousing programs and their final effects. Past 
experiences witn bousing programs suggest that efficiency, equity and other 
goals are often compromised although, at the time programs were initiated, 
expectations were high that the goals would be advanced. In part, out 
fallurea of tbe past resulted from tbe fact that insnfilclent attention was 
[ffild to the expected behavior of self-interested consumers and producers 
in contact with tbese pn^rams. Presumably, we would like to avoid or 
reduce tbe risk of unanticipated and nndeslrable side effects in structuring 
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programs for the luture. Therefore, it Is incnmbeDt tnat we realistically 
evaluate implications of proposed pTograms. 

Our prefatory remarks may serve to place wHat we have to say in perspec- 
tive. We do not ctiatieuge the goal at facilitatiiig conditions which will reduce 
the abandonment of housing especially when the qualitf of milts is not sub- 
standard and undesirable neighborhood effects are experienced in combination 
with abandonment. Also, we do not challenge the proposition that low-income 
populations and areas occupied by low-income populations are particularly 
affected by abandonment. Our primary concern la with the proposed measures 
partly designed as an antidote to the medicine we prescribed and administered 
111 earlier periods. If we appear unduly skeptical, this is attributable to a 
concern we have that policies and programs at least move us in the desired 
direction at a reasonable cost. 

In this contest we note with relief the enperiniental character of S-1888. It 
indicates an appropriately cautious posture and offers the opportunity to 
evaluate failures and accomplishments periodically should the Bill be enacted. 
Some, of course, may deplore such a statement as supportive of hesitant action 
-where stronger steps are called for. But past policies and pr<%rams provide 
sufficient clues that significant budgetary support, without substantial pre- 
bnowledge on prospective outcomes, may carry with It wastefully or inappro- 
priately applied n 



In general one may agree with the proposition that abandonment in many 
citicN "is affected by a eomhination of neighborhood degradation, absentee 
ewnership, racial antagonism, tenant vandalism. landlord abdication, and 
credit shortages." ' It identifies the multi-dimensional and complex character 
of tlie abandonment problem. 

Of course, in many areas, and Z/os Angeles offers illustrations, one observes 
single-family formerly owner-occupied housing where abandonment is sub- 
stantially associated with selected federal programs. The scenario Is familiar. 
Low-Income families have been induced to purchase often poorly repaired 
liomes with low down payments and attractive payment schedules (including 
sul>sldles). With low equity In their homes, a decline in income, and little 
promise of selling the homes at advantageous prices, the loss experienced in 
waltzing away Is relatively small. Lenders on insured homes, in turn, will be 
prone to foreclose rapidly with defaults and delinquencies rather than to work 
^'Ith clients, liecnuse the federal insurance or guaranty is more readily ex- 
changeable into cash than the promise of borrowers. Access to these programs, 
of course, transfei-s rist from private institutions to the general taxpayers. 
Thus, Incentives are present to use these programs where possible. However, 
to place responsibility for abandonnient on those programs and the general 
behavior of suppliers Ignores the fact that FHA and VA pr<«ramB have played 
n very Significant role in building the American suburb. In these areas low 
down payments and attraetive terms have provided the opportunity for large 
numbers of people to leverage their limited equities into handsome gains at 
the time of sale as housing prices skyrocketed. 

ObTiously, there is a difference between (1> vacant but not abandoned 
housing, (2) housing vacancies with abandonment, and (3) vacant aban- 
doned housing that has been vandalized to the point where It is unfit for 
occupancy requiring either demolition or substantial capital investment for 
rehabilitation. In determining which of these conditions Is likely to prevail, it 
may be well to eonslder the alternatives faced by the many participants in 
the process. An owner-ocenpant, let ua say, who considers movng has an incen- 
tive to either find a tenant or to sell the home. In the face of weak demand 
which is expressed in anticipated low rents or low-sales price and sluggish- 
ness in finding a tenant or buyer, this owner-occupant would examine the cost 
to him of holding a normal vacancy. If the costs of holding a normal vacancy 
are high and expectations of future rents or sales price are unfavorable in 
relation to the costs, then he may be encouraged to abandon. Also, the decision 



■ Georg? Stvmlteb. tt. nJ., "Hounlnc AttaDdonmeDt In the Urban Core," Journai of lAs 



Diai.zodBjGoogle 



to move Is determined b; tbe availability of alteniattce botising wliose oet 
benefit stream Is satisfactory compared to bis current reMdence. Parentbeti- 
cally, we migbt note tbat abandonment researcb bos paid relatirelf little 
attentiou to where tenants or owner-occupants move to and whetber tneir 
bousing conditions bare improved or not. 

Lenders presumably are motivated to assure regular repayment of principal 
plus iuterettt aud protection of tbe capital wblcU is tbe security for a loan 
assuming tot a moment tbey have no recourse to federal insurance or guaranty. 
However, if tbe cobIb are bigh In collecting payments from borrowers, or with 
foreclosure blgb operating and maintenance costs are experienced in tbe face 
of weali sale or rental demand for property, then they will be prepared to 
write off tbe loan. 

Vandals migbt include former occupants, children, neighbors, or even spe- 
cialists from witbin or outside tbe community. For example, we have been 
informed of situations wbere property owners are offered price lists for repur- 
chasing flxtures and equipment formerly In property. However, we do not 
really know very mucb as to wtiether in general vandalism is casual or orga- 
nized. In view of tbe fact that vandalism Impacts on housing supply audi 
aeighborbood quality with potential effects also on boning prices, we are 
reluctant to involie strictly concepts of self -destructive behavior and tbe ragp 
of low-income populations. We tend to the view tbat the gains from vauijallsnt 
exceed tbe losses for many participants In tbe process. The gains talie tbe 
form of sale of materials aud equipment or Incorporating these into Mie'a owu 
property. Potential losses would include housing price effects, penalties asso' 
elated witb the probability of getting cauglit and prosecuted, as well as tne loss 
associated witb applying one's enei^es to alternate endeavors. Clearly, if tbe 
net gains from alternate occupations were attractive, vandalism would prob- 
ably be reduced. 

Tbe previous comments may serve to tbiow light. on an assumption reflected 
in S-1!>S8. Tbe assumption is tbat abandonment operates like a contagions 
disease which spreads rapidly and inexorably tbrouKliout neigliborhoods anil 
communities oiioe the process begins unles!; remedial measures itre taiien. 
Similar reasoninR was applied to and formed flie basis of many urban-renewal 
programs to remove aud replace sinm housing. Witb due respect, we havt» 
dlBleulty in digesting tbe concept that large segments of cities would be 
siinultaueously abandoned and occupied by slum dwellers. Tbe contagion theory 
in our estimation is weak and relies on superficial observations. Fundamental 
factors other tban contagion have been identified as contributing to al>andon- 
ment. These factors have to do witli incomes, costs, prices, and socio-economic 
behavior In response to levels and changes therein. Also, a possible "nelghlwr- 
hood effect" may come into play wliich determines tbe investment or dlsdnvest- 
ment behavior of property owners in interaction with each otber and witli 
consumers. Moreover, we do not deny that racism also contrllintes importantly. 

Housing Is a bundle of services. Conditions on and surrounding the property 
as well as access to variety of opportunitie« substantially determine tbe 
Quantity and quality of housing services in a particular residential location. 
Prospective residents searching in tbe market evaluate tbe bundle of serrfces 
in tJie liglit of tbe prices—currently and In tlie future. Supplier in turn examine 
the costs in relation to current and exi>ected returns. If net returns are favor- 
al>!e. they will invest. Race and ethnicity enter into the picture in that they 
are often treated as a surrogate by demanders and suppliers and are assnmeil 
to signal the expected directions neighborhoods take. Racial change is believed 
to indicate neighborhood decline when more often tbe process Is reversed. Racial 
change Iteconies possible because neigbliorhoods have declined already. Sbppiier» 
tiien may refuse to provide capital even at a very high price to particular arean 
in the face of racial change without reference to tbe capabitities of Individual 
investoi'S in homes or apartments. This is what "red-lining" is ail about. Rut 
we siiould also note that as whites flee from these areas and minority demandi 
Is not expanding rapidly, vacancies result and these become targets for vandal- 
Ism and abandonment. Tbe situations Is further confounded as upwardly raoliile 
minority populations move out and are replaced by those of even lower fncome. 
It should not be forgotten that large nnmiiera of minority Investors are cauebt 
in tbe van[taiisut-al)andonment cycle and often suffer severe capital losses. This 
profoundly affects tbe rate of capital accumulation In miimrity communities. 
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If there is oue point inquiries into abanflonment are agreed upon, It is tbat 
abandoned properties are not necessarily tliose of the poorest (luallty in cities. 
It might suggest that neighlwrhood conditions and access have an Important 
l)earing on abandonment. Social disorsaniaatlon In neighborhoods with high 
'Concentration of crime (e^)eclall; vandalism and crime related to youth ganga) 
and large and broken families accompanied by Inadequate supervision of chil- 
dren tends to signlflcantlj Increase abandonment rates. One Interpretation of 
this finding is tliat a strategy which substantially fociiases on property and 
jroperty improvement, no matter how efficient, without alleviating the problem 
of social disorganization and Its sources Is 111 conceived. We would further 
Htress that social disorganization is not pervasive and varies considerably within 
low-income areata. Therefore, only as far as social disorganization wpreiids to 
neighborine areas with abandonment would the process t)e replicated. More- 
over, If abandonment proceeds rapidly In particular neighborhoods and families 
prone to social disoreaiiization move elsewhere, utl.er forces come Into piny 
wBleii reduce altandonment. Xnt tlie least of these forces is rising housing 
prices and perhaps public and private actions wlilcli increase the costs of 
Tandalism. . 

Much has Ijeen mode in recent years of the so-called "neighborhood effect" 
where a disiwentive is pretient for individual property owners to reinvest 
because benefits of such investments Sow to neighbors rattier than those making 
the Investment. The conclusion derived often Is that when Investments are made 
In concert by groups of Investors or for that matter a "neighborhood corpora- 
tion," satisfactory returns may be earned. It is perhaps a more sophisticated 
version of the contagion theory and has been applied to explain the x>erGistence 
of slum housing. Under certain special conditions It might also pertain to 
abandonment. If the "neighborhood effect" is a problem, and tbe evidence is 
limited supporting the contention, then indeed a general tendency would be 
present for disinvestment In many areasof cities. However, it Is highly unlikely 
that tbe effect Is pervasive and conditions can be postulated where even if 
some of tlie benefits of Investing in property spill over to nelghiwrs, individual 
property owners indeed would have an incentive to continue to maintain and 
rehabilitate rather than to abandon. 

THE KEIOHBOBHOOD PEOTECTION' COBPORATION CXtltCEPT 

Specifically related to 8-1988 we have a number of comments. A basic Issue 
is whether the Neighborhood Protection Corporation is likely to prove an 
important instrument for halting and reversing abandonment (in general and 
in specific areas of cities). One reaction is tliat the Bill evldnices an inordinate 
Interest In tbe physical attributes of property and neighborhoods. Presumably, 
our goal Is to enhance the well being of people who own and occupy structures 
In neighborhoods rather than properties themselves. The acquisition and reha- 
bilitation of abandoned properties must be accompanied by demand from people 
to live in them at prevailing prices In the neighborhoods where they are located. 
If rehabilitation restores confidence in the areas where the properties are then, 
indeed, benefits may be significant. However, restoration of confidence involves 
more than physical improvement of the neighborhood environment Indeed, if 
the Kelghborbood Protection Corporation's activities were to operate in tandem 
with other programs and Involve heavy Inputs of additional resources, a total 
process of neighborhood rejuvenation might be attained. But then it seems 
reasonable to assume that with sufficient assistance and subsidy any neighbor- 
hood and the properties and people within it may enjoy a high level of well 
ti^ng. If we interpret the proposed Bill correctly the purpose of the Neighbor- 
hood Protection Corporation is not, however, to l)e a vehicle for channeling 
lai^e subsidies to neighborhoods. Quite the contrary, the assumption seems to 
be that It operate on a fiscally sound basis. Given the time-consuming character 
of property acquisition, and the high costs of rehabilitating vandalliied prop- 
erty, one must Inquire whether rents and/or prices are likely to be sufficiently 
attractive for the Neighborhood Protection Corporation to enjoy a satisfactory 
spread between the returns and costs. 

One way of examining the prospective experiences Is to compare the advan- 
tages and disadvantages implicit in S-1&88 compared to a strictly private cor- 
poration with similar goals bnt lacking certain powers. Major advantages to the 
Neighborhood Protection Corporation would Include (1) tbe power and duties 
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tu assemble residential abandoned properttes overcoming man; legal obstaclea 
faced by Btrlctly private corporation; (2) aesurances tbat the capital stock la 
purchased by the D. S. Treaeary ; (S) the poBBlbility of selling obligations on 
the open market at a lower Interest than would a strictly private corporatifm 
decreasing the cost of debt service (If the U.S. Treasury stood by to purchase 
these obligations at Its discretion, Interest on obligations clearly would be 
relatively low) ; (4) tax-exempt status on capital, reserves. Income, etc. but no 
exemption from property taxes. Some of the disadvantages relate to (1) Pri' 
mary concern wltb abandoned and often vandalized residential property in 
primarily older neighborhoods Imposfng heavy costs In clearing up titles, out- 
standing debt, retaabllltatlon, etc.; (2) the resources required in providing 
counseling services to purchasers of housing units; (S) the general problem of 
celativelf high administrative costs associated with the continued public 
scrutiny directed to tne operations of an Independent agency of the United 
States. 

Whether the financial advantages embodied In the lower costs of obtaining 
capital are sufficient to overcome the high risks, uncertainties and generally 
large costs associated with the functions of recycling abandoned properties 
would, of course, be determined by the demonstration. But unless a benign 
neighborhood effect accompanies the activities of the Corporation which In part 
would be expressed In generally rising housing prices and rents, doubt la cast 
on fiscal solvency. Of course, one might postulate situations where a total 
process of neighborhood rejuvenation and redevelopment Is accomplished with 
Uscal solvency, but the effect might welt be that experiencetd with our older 
urban-renewal programs, namely, the relocation of lower-Income populations. 
It is not difficult to imagine situations where as the Corporation improves 
properties on a large-scale basis, housing rents and prices rise In neighborhoods 
and low-Income populations find they cannot afford to live there any more. The 
implications are fairly obvious. "Place prosperity" has been attained, bat this 
should not be confused with "people prosperity." With respect to "people 
prosperity" one must ask also who are the gainers and losers. Renters prob- 
ably would lose, whereas property owners would gain. Since renters are more 
likely to be In a very low-Income categories, we are then once again faced 
with a situation characteristic oC most of our production-oriented bousing 
programs — I.e. redlstrlbntlon of income in favor of relatively high-Income 
populations and failure to attack the basis of low-Income problems. Of course, 
the activities of the Neighborhood Protection Corporation might be joined to 
housing allowance and leased housing efforts as well as other programs. How- 
ever, In the process a fundamental goal of certain demand-oriented efforis 
would tie affected. We refer to improved opportunity to obtain not only better 
quality shelter, but greater flexibility in choosing one's place of residence. 

We are sensitive to comparisons mode between the proposed Neighborhood 
Protection Corporation and the Home-Owners* Loan Corporation In the J&30's 
and I940's. The HOLC encompassed several functions including the refinancing 
nnd management of loans In defaults ; lending for reconditioning and tbe man- 
agement and sale of distress properties acquired. The very large decline on 
Interest rates for government borrowing during the lOSO's placed HOLC in the 
position where it enjoyed a very favorable spread between what it paid for 
funds versus receipts (about 2,B percent on a net basis,)' Even though HOLC 
acquired many properties during the depth of the depression and only limited 
efforts were made to sell them In the early years. It experienced a net loss on 
this phase of Its operations by the final date. Simply put, lending, loan man- 
agement, and refinancing proved to be profitable, whereas management and 
sale of properties did not. Tbe latter operation Is more akin to the proposed 
XelgblMirhood Protection Corporation and. In the case of HOLC, covered prop- 
erties throughout the urban areas and not necessarily those highly concen- 
trated In a few nelghlmrhoods. Also with respect to at)andoned properties tbe 
phenomenon became apparent not only In the recent economic recession but 
had much deeper roots. In other words, comparison between HOLC and the 
proposed Corporation should be approached with caution. 

e Owntri' CorporaHan (New York: 
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Alternative strategies for addressing abandonment problems have been docu- 
mented elsewhere and need only be indicated. Broadlj- they include the follow- 
lug: (I) Let the process of abandonment and renewal take Its course; 12) 
Accelerate the process of abandonment and renewal with public assistance; and 
(3) Prevent abandonment and revitalize areas with public assistance. The 
Neighborhood Protection Corporation in many respects might be viewed as 
supporting all of these strategies depending on local circumstances, but essen- 
.tially it emphasizes prevention aiid remedial action. However, it is not equipped 
by itself to address problems surrounding social disorganization in all of its 
ramiflcations, nor would it have the power to provide signiflcant income or 
housing subsidies. Its relative independence from other agencies poses tbe 
additional question what cooperation might be received to orchestrate efforts 
where Oesii'able. Perhaps a demonstration might suggest how such an orcbes- 
tration could he designed to cope with the problems effectively. However, 
past experiences provide little comfort on tliis score. We are continually caught 
lu the trap where specific programs are enacted to deal witli problems wboJje 
sources are complex, but this is not reflected in programmatic approaches. 
With respect to the Bill under consideration, the embodiment uf the contagion 
theory witUont reference to the costs and heueflts to owners, tenants, vandals 
and ueighbors exemplifies the thinking. Perhaps there are strong administrative 
and federal budgetary reasons why the management and disposition of fore- 
closed and abandoned property should be centralized especially as this pertains 
to property with federal insurance and quaranty. I'ossibly some efficiencies can 
he attained In the proce.KS. But the function of management and disposition 
Riiould not l>e confused with the substantial responsibility to rehabilitate includ- 
ing the implicit assumption that a "profit" can be made. Of course, if the 
Nelghlwrhood Protection Corporation were to acquire the properties at a very 
low price, then an incentive to rehabilitate might be present. A recent report 
makes reference to HDD selling foreclosed property "usually . . . for less than 
half the money it paid to buy tlie multi-million dolar loans from lenders . . ."' 
If rehabilitation of property is the major goal, then purchase at even more 
favorable prices followed by rehabilitation might lead to a paper profit for the 
proposed corporation. However, this would represent largely a hidden subsidy 
to rehabilitation in selected areas without fuller review of whether rehabilita- 
tion Is the most appropriate courl^e of action. Essentially, it would be a form 
of financal legerdemain not uncommon in the management of our housing 
affairs. Inefficient hut nidden subsidies are preferred to relatively more efficient 
hut open subsidies. 

Assuming, however, that the Corporation would acquire properties at realistic 
prices, its options would include the demolition, repair, rehabilitation and alter- 
ation of units followed by sale or rental. If repaired and rehabilitated a demand 
must be present for these units at rents and prices which at the minimum meet 
the cost of capital. Some of the prospective demanders may have access to 
housing assistance. It this assistance is not tied to a specific property as would 
he the case under the leased housing program or proffosed housing allowance 
etTorts, for example, then one would have to ask whether the combination of 
neighborhood environment, location, and shelter quality at the prevailing prices 
or rents are satisfactory to prosjlective occupants In the light of alternatives. 
Unless additional steps are talten to improve neighborhood environments, Includ- 
iDg reduction of social disorganization and improved neighborhood facllites 
which iilso have experienced disinvestment as the abandonment process 
advanced, many pro.spective residents will choose ta live, elsewhere. Only If rents 
and prices are very attractive, indeed, will many people be Induced to live in 
these areas without the additional investments in related facilities and services. 
In any event, ^en the very limited mandate to the Neighborhood Protection 
Corporation and the responsibility for financial solvency, its contribution to 
alleviating the existing problems will he relatively small. In many cases the 
best approach will he to tear down and demolish units rather than to rehnhlll- 
tnte. ThP qnestion then arises what to do with the land. It could he sold to 
prlvntc profit or non-proHt groups or public agencies. Or the corporation 

' The Watt Street Jeumat, Aug. IB, 19TB, p. 2. 
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might under its own aasplces go Into building development. The rists in bnlld- 
tng developmeut are not significantly dffereut for reasooG already mentioned. 
Moreover, where abandonment ia spotty and dispersed, the kind at scale effect 
which has characterized urban redevelopment efforts will be lacking particu- 
larly Gince the corporation's emphasis will be on residential properties. All of 
these elements impinge on financial solvency. Moreover, the potential actions 
would be undertaken without influencing Income of prospective residents and 
the general desirability of neighborhoods. Clearly, physical renewal of nuu.'iine 
Is not enough, and the prospect for reducing farther abandonment may be 
unaffected unless a benign neighborhood effect is realized. The outlook for 
such a benign neighborhood effect without collateral action in addition to 
physical rehabilitation is clouded. 

Senator Cjianston. Valarie, we have to (juit in about 10 miiiutes. If 
we could cover this in that time frame, I'd ajiprcciate it. 

Jlr. Lehrer-Graiwer. Just briefly, my name is Jonathan Lehrer- 
Graiwer. I work for the Western Center oii Law and Poverty, which 
is a regional services group. We have been involved in the past 
several months in a lawsuit against a "bulk as-is-sale" by HUD of 
147 properties in the Dillman Heights area, which is about 650 
homes on the west side of San Bernardino. 

Mrs. Pope is the executive director of the San Bernardino West- 
side Community Development Corp., a nonprofit community-based 
group, and I think she can describe what has happened in her com- 
munity. 

Mr. Pope, Senator, my name is Valarie Pope, and I wear two 
hats: I'm the cochairman of the Rights Corp. for the County of San 
Bernardino, and I am also the executive director of the San Bernar- 
dino Westside Commimity Development Coi'p., which is made up 
of a group of homeowners and other business people from the general 
area where the abandoned houses exist. 

We all live there in the general area. We feel that we know what 
the problems are. We started to get involved with redlining and 
abandoned houses in November of 1971, I think it was, when we 
first realized that we were a redline community. 

We know some of the problems the different governmental pro- 
grams have tried out on us. We know what those results were. They 
led up to the point where I think one of the gentlemen said that the 
savings and loan and FHA got frightened of us and tried to redline 
us. For all intents and purposes, tlie savings and loan and FHA 
abandoned us. We didn't abandon them; they left us. 

As a result of that, any home-improvement loans that we may 
have made to make to bring our property up to the standards of 
the properties of the white people, we couldn't make those loans. 
Because of the nature of our community, outside speculation, in 
many cases real estate speculators went into areas and entice welfare 
recipients to come into the area to purchase homes, and the real 
estate broker would make the down payment for the woman, giving 
her no idea what homeownerahip was all about, iust knowing that 
for once she'd obtained the American dream of becoming a home- 
owner. In most cases the real estate broker made the dowupaymcnt 
for her. She got in the house; needless to say, the FHA contract 
had already come through and did a cosmetic job on the house. 
Right after slie moved in, the roof started to leak, the cesspool 
backed up, and all the other things that cause a frustrated home- 
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After all that, we tried to negofiata with the FHA, number one, as 
vice chairman of the NAACF to tir to jget the FHA to lift the 
r«dline from our community. Well, that didn't happen. We tried to 
get the PHA to let us be under any kind of program that FHA may 
nave had, which we know of no programs they did have. 

I remember once we submitted the 235J procram to the Santa Ana 
FHA office. After months of negotiating witJi that office, they told 
us we were in the wrong office. They sent ua to the Los Angeles HUD 
office. After months of negotiating with the Los Angeles office, we 
were told we were in the wrong office, and they sent ns to another. 
Before we r<iuld complete the negotiations there, the President put 
a moratorium on all 235 programs. The only thing I'm saying is 
about the frustrations that we have been through to reach this point. 

I have read your bill just briefly. I just found out about it last 
night. I haven't had an opportunity to prepare a statement. But in 
reading the bill, the one problem I find with it is that you expect 
organizations such as us — I hope you have us in mind when you 
talk about neigborhood organizations — to take on this large responsi- 
bility and tlien somewhere down the line become Relf-sui)porting. I 
would hope at the time the telephone bill comes through is the time 
you expect us to become self-supporting. I don't know how we can 
do that; that's number one. 

No, 2, you talk about Carla Hill. I'm sorry that she's a woman. 
She's the Director of HUD. I've seen no changes in HUD or FHA 
since she has taken charge, and you eay she will be president of 
this corporation. Regardless of all the revisions within that bill, I 
don't see it working. I don't see it working if FHA or HUD has 
anything whatsoever to do with it. 

I live in a community now that is a result of a bulk sales program. 
I'm living with those results. At least before the bulk sale, the houses 
were boarded up. We raised enoi^h cane to get them boarded up ; 
but as a result of the bulk sale, tney are all unbearded. They pur- 
chased the houses. It was 147 houses in our community from two- to 
four-bedroom houses, for a total of $296,000 from FHA; but then 
within 15 minutes' time that guy that bought those houses for 
$296,000 turned right around and sold that for $472,000. He made 
approximately $176,000. My understanding is he paid FHA $29,000 
for the option. He collected the money for the future sale from the 
new buyers and he used that money to pay FHA off, so he never had 
any more than $29,000 involved in a sale at any one given time, and 
he made $176,000. 

We had the city of San Bernardino offer to purchase the houses 
from FHA, to give the city of San Bernardino under the Housing 
Community Development Act of 1974, a block grant, an opportunity 
with the city and the community working together to develop those 
houses so that the^ would be retained tor low- and moderate-cost 
homeowners. This is one of the problems that we have. Sure, there is 
housing all over, but we can't afford it. We can't qualify. The houses 
they can qualify for are the kind of houses that are going to fall 
apart as soon as we get in. 

I run a program right now that develops housing for low-income 
people ; it's under the Veterans Administration. We can get little or 
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no cooperation out of FHA; only the VA would help us. It took 
$20.00U to develp tliat contract. ^Tiere did that money come from ! 
It came from all kinds of grants, to get to the point where we could 
impk-ment the program. 

We are developing houses where what we call a Spanish stucco— 
we've color codecl the exterior — is guaranteed to last from 10 to 15 
\ears. We guarantee tlie roof for 6 years. We guarantee the house for 
1 year. It's a three-bedroom house, fenced yard, carpeting and built- 
ins, A three-bedroom house in southern California will go for $10,000, 
$l.'i,0<X). A two-bedroom house is $9,200. House payments- on a two- 
bedroom house is $92. House payment on a three-bedroom house is 

In the area that I'm talking about just one street north of where 
we are working now in Dillman Heights, we are selling houses there. 
We have the same housing owned by the Veterans' Administration. 
■\Vo rehab them. They put them back on the market for $8,200 for a 
three-bedroom house, $82 a month. The sale buyer has the same 
liouse. He's charging $17,500 for it The same house we sell for $8,200; 
I mean on the same block. What I'm saying is that I agree with 
whichever one of the gentlemen talked before that you need to come 
into the communities. 

Senator Cranston, I've been in your office many times in Wash- 
ington. I've talked to your office many times in Los Angeles. I've 
iippeared before you several times, but I have yet to be able to sit 
down and talk to the person who calls up those bills about what our 
problems are; I've yet to be given that opportunty. College profes- 
sors give all these statistics and suggestions, but how can tney really 
know what the problems are? I'm a living witness, and I bet you 
I've got the experience. I've lived the researdi, and I do it daily. 

We use manpower money to pay the people in the community to 
rehabilitate those houses. After they've gone through a minimum of 
6 months to a year training with us, then they are ready for entry- 
level apprenticeship programs. We find we have 68 percent now and 
placement is very good, and many times we find this the best way to 
accomplish what needs to be done, but I employ the people from the 
communi^. You talked about vandalism. I've been running this 
Housing Development Corp. developing housing for 18 months, and 
my vandalism is running at a cost of $500 out of those 18 months 
because the people that live there are developing the houses. We don't 
have somebody coming in from Orange County in an air-conditioned 
limousine checking out our work. We clieck it out, and we do it. 

Thank you for your time. 

Senator Chansto;.'. I want to thank you very, very much. You are 
very straightforward and very constructive, and I appreciate it veiy, 
very much. Carolyn Jordan and Jerry Buckley would like to meet 
with you and talk with you and some others now about some of the 
particular things you haven't had a chance to express in detail and 
ask you some questions, and maybe you have some questions to ask 
them. They are going to be worlang on this bill trying to revise it in 
the light of these hearings into something that we can pass and any 
more information that you can furnish us with would be of great 



Digitized OyGOOgIC 



208 

help, so if you don't have to run off, jou can hare sudi a conversation 
with them. 

[The complete statement of Mr. Lehrer-Graiwer and additional 
material follows:] 



ABAHDOnUIlNT : DELMAN.'f IIEIGUTa, A CABB IN FOI.VT 

For the past month and a half the Western Center on Law and Poverty, Inc.. 
has been Involved In a federal lawsntt aimed at preventing the Department of 
Housug and Urban Development <''HUD"} from abandonlug to property specu- 
lators the 147 vacant nouses its owns in the Delmann Heights area of the Citf 
of San Bernardino. Among the plaintiffs to Chat HUlt i>i the Sun Berardlno West 
Side Community Development Corporation, headed by its Executive Director. 
Valerie Pope. This non-proflt communit.v-bSBed corporation ia dedicated to 
improving and stabilizing the commiinlt.v In ami around Delmaun Heights. 

The problem of abandoned and forecloiJed housing owned by HUD and the' 
Veterans Administration is starkly outlined by the eomraunltles of Delmann 
Heights and CaUIornia Gardens located on the west aide ot San Bernardino. 
Attached as Exhibit 1 to th\a presentation are the introductory pages to the 
Delmann Heights/California Gardens Revltallzatiou Study which was com- 
missioned by the California Youth Authority and whicli describes in some detail 
the social tragedy which has occuired in the two subject communities. Out oC a 
total of approximately 650 dwelling units In Deimaun Heights, over 800 units 
are vacant, 133 of which are carrently owned by the VA and 147 units have 
been recently sold by HUD in a bulk "as is" sale to a private speculator. 

Although some of the causes of the high degree of abandonment iu Delmann 
Heights and California Gardens were the result of economic and social force* 
beyond the control of government agencies involved iu those areas, it is clear 
that the continued deterioration of the Delmann Heights area, iu iiarticular, c:m 
be ascribed to a failure in programs instituted by HUD. This can be seen in 
tracing attempts by HUD over the post three years to dispose of Its inventory 
ot abandoned and foreclosed housing. 

In 19T2 HUD entered into an agreement with a private developer for the 
purchase, rehabilitation and resale of HUD-owned vacant properties under the 
then existing practice by HUD of requiring the repair of units It sold. That flrst 
deal did not come to fniltion and was abandoned sometime In late 1974. Then 
armed with new bulk sale regulations contained in the Property Disposition 
Handbook no. 4310.5 gJSSO, et »eq., HUD decided to sell the 147 abandoned and 
foreclosed properties in a hnik "as is" sale, with absolutely no requirements 
that the purchaser develop and rehahilitate properties for sale to owner- 
occupants. The result was the conclusion of such a bulk "as Is"' sale on June 27, 
1976 for $295,000 <$2,0OO per hnuse) to a company which simultaneously resold 
the properties at a profit of $125,000 to three speculators. These Speculators, In 
turn, set up a public auction of those same properties for July 27, 1975. As 
Indicated by Exhibit 2, the newspaper advertisement for the auction, the houses 
were again to be sold "as is" at prices ranging between $4,500 and $7,000, which 
again represented a substantial potential profit from the less than $3,000 paid 
to the first buyer and the $2,000 Initially paid to HUD. 

Fortunately, as a result of the suit instituted by the Western Center on Law 
& Poverty against HUD and the subsequent purchasers, and as a result of an 
111 conceived "get rich" scheme, in general, the auction failed. The plaintiffs to 
that suit have now been successful in at least temporarily averting the total 
deterioration of Delmann Heights as a result of a speculative and potentially 
fraudulent venture by obtaining a federal court order setting some standards of 
development for the current owners. 

However, the lesson is clear that HUD has embarked upon a policy of 
abandoning the units it has acquired to some of the lowest and basest real 
estate speculation. This general policy by HUD to make bulk "as Is" salea 
without any retiabilitatlon requirements nr sapervielon would appear to be In 
conflict with a variety of national housing policies as set forth in 42 U.S.C. 
S1701t, 42 U.S.C. S1444, 42 O.S.C. Sl«la, 42 U.S.C. S5301 and 42 U.S.C. (1437 
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and with HDD'a own regulations contained In the Property Disposition Hand- 
book No. 4310.S, Chapter 10. However, aided by an Internal eonHict wltliin the 
law, between the policies of safeguarding and improving the quality of low 
and moderate income bonslnff, in partlcaiar, and oC safeguarding the mortgage 
insurance fund, HDD has been able to iSHUe Inteinai directions and notices 
specifying that the primary objective of the property disposition program is to 
"Reduce tne Inventory of acquired property in such a manner as to Insure the 
iuasimum return to the mortgage insurance funds". (Notice HM 74-57, Septem- 
ber 11, 1974.) The previous emphasis on rehabilitation requirements seems to 
be a dead letter. This policy which Implies a complete disavowal of any respon- 
sibility by HUD to assure the rebabltitation of dwelling units It acquires and 
the continued vitality of neighborhoods in wblch these units are found under- 
lines the critical need for a separate development corporation as proposed In 
the Abandonment Disaster Demonstration Relief Act — a corporation whoHe 
primary function wonld be to rehabilitate, as quickly as possible, and otherwise 
idevelop abandoned honslag and to sell such housing to owner residents. 

I am Including for the committee's information several pages from an affldavlt 
ot Ms. Valerie Pope submitted to the district court In Los Angeles and outlining 
.some of the baste causes for the cycle of sale, abandonment, foreclosure, reac- 
qulsition by HUD or VA, rehabilitation and resale wblch has occurred In the 
Belmann Heights area *as many us three and even four times. 

COUUESTS AND CBtniJUE OF PROPOBEI* 

On the basis of the esperlence gained from the Delmann Heights and Cnli- 
fomla Gardens communities the following comments are advanced In en effort 
to increase the likelihood that the proposed act will spawn an effective program 
-for redeveloping and revitalising abandoned properties. Initially, let me state 
that the elemente which I have concluded are essential to any effective program 
-are (a) that community groups in affected areas participate in the planning and 
«iectlon of developments : (h) that the corporation assure that the development 
.and/or rehabilitation is substantial, as opposed to cosmetic, and is executed In 
a wortmanllke manner; (c) that the burden of rectifying or suffering the 
iconsequences of inadequate rehabilitation be removed from resident owners of 
properties sold by the corporation; and (d) that sufficient buyer screening and 
-counseling be implemented. 

1. In regard to the active participation by community groups, the proposed 
act does require the corporation to "consolt, on a continuing basis, with local offi- 
cials and affected residents of a selected area with respect to matters of mutual 
Interest and concern". (Section 6(a) ) I believe that this does not go far enough 
and that the act should strongly encourage the active participation by com- 
munity groups and residents In the planning and execution of the development 
and/or rehabilitation of a selected area. If a particular area has a community 
organization in existence which can demonstrate community support, a com- 
mitment to safeguard and revltallEe the area and Che knowledge and skill 
necessary to undertake a part or all of the proposed development, it seems that 
-such a group should Xie given careful consideration In helping the corporation 
to execute its plans, I stress this point because the existing HUD regulations 
^Handbook no. ^310.5, S330(b)) actually mandate a preference for proflt- 
-motivated developers in the purchase of bulk sales and require a speciitc finding 
by the Director that a bulk sale program cannot he successfully concluded with 
a profit-motivated sponsor before concluding an agreement with a non-profit 
«ponsor. The advantages to the corporation of working as closely as possible 
■with existing community groups are manifest and Include (a) the ability to 
Salvanize community support; (b) access to information about the community's 
■desires and needs; (c) access to Information about prospective buyers and their 
qualifications and commitments to maintaining the properties which they buy ; 
and (d) access to information about local contractors and their rellahiilty. 

2. The Act should include a specific requirement tliat sales and rentals of 
units by the corporation should be to Individuals who will actually reside on 
the premises which they purchase. Addltlonnlly, to deter speculation, restric- 
tions should be placed in deeds that any subsequent sale of properties must also 
be to resident owners. In the case of the sale of a multi-family dwelling, the 
corporation may be allowed to sell the property to a non-profit group with 
adequate restrictions on resale. 
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3. The Act does not deal with tbe corporation's lesponslbillty to adequatelr 
cbeck the credit and assess Icdlvldual prospective buyers for likelihood of their 
success as homeowners. As indicated by Ms. Pope on pages and 6 of Exhibit 3, 
Inadequate screening of buyers by HUD baa been, to a significant extent, 
responsible for the abandonment cycle which has occurred in Delmann Heights 
and elsewhere. The problem Is particularly acute In tbe case of UUD aud VA- 
Insured loans where the private lender has little IncentiTe to adequately 
screen buyers since his Inrestment Is completely Insured. The object of proper 
screening is to insure, as mucb as feasible, that tbe prospective buyer has some 
chance of meeting the payments required by home ownership and that the 
prospective buyer does not hare a history of purchasing and abandoning homes 
or defaulting on mortgages. As stated by Ms. Pope, the people who hear the 
burden of unqualified buyers and subsequent abandonment are the remaining 
residents who are left with the vandalized remains of the vacated homes. 

4. A concomitant to adequate credit screening is adequate counseling which 
the Act does mandate in S6(I). However, I believe that the corporation should 
also be given authority for ongoing eounseling where necessary. It is clear that 
home owuerslilp, in particular, often necessitates a slgnlBcant change in social 
and budgetary management by a family — a change which may well require 
ongoing counseling beyond the initial purchase of tbe property. 

5. The Apt provides the corporation with authority to compensate a purchaser 
for structural or other defects if three specified conditions are met [S6(g)l- 
I believe that this is Inadequate and that . the corporation should be held 
Specifically responsible for the qunilly of the rehabilitation and/or development 
conducted upon properties It sells. liils responsibility should not be dependent 
upon the second part of the tldrd condition that the defect be one that proper 
Inspection could reasonably be expected to disclose. One of the critical elements 
for a successful program Is aasurlng, to the masimum extent, that low and 
moderate Income buyers of the dwelling units sold by the corporation are able to 
maintain their properties and continue to have the desire and Incentive to main- 
tain payments on the properties. To this end, every reasonable step must be 
taken to eliminate unnecessary burdens on low and moderate Income home buy- 
ers. A burden which has often led to abondment involves defects In the rebn- 
billtation vohieh are discovered some time after purehaBe. The- corporation is in 
a good position toe xtract quality warranties from rehabilitation contractors and 
developers and is in a much better position than low and moderate incme buyers 
to pursue actions against such contractors In the case of Improper wort. Placing 
the responsibility on a low and moderate Income buyer to collect for improper 
work would increase substantially the danger of the abandonment as a result 
of the increased cost on the owner. Consequently, the responsibility of the 
corporation for rectifying improper work should extend to all defective worli 
without limitation as to whether the defect is one "that a proper In.=pection 
could reasonably he expected to disclose". 

6: The proposed Act provides In S6(h) and g7(a) (3) for authority to extend 
the time for payment of any installment by any mortgagor. I believe that the 
Act should set some standard under whldi the corporation would be required 
to grant an extension of up to three months upon a good cause showing tempo- 
rary Inability to make payments, as a result of illness or some other unforeseen 
circumstances. Possibly, the Act should allow a mortgagor a one-month payment 
extension every two or three years if tbe extension Is brought up to date wltbln 
one year, except where there exists evidnce that the mortgagor is comraittinp: 
vraste on the property. 

7. Section 7(a)(5) specifies that the operation of the corporation shsll he 
fully self-supporting. 1 question whether the cost of counseling, If meaningfully 
implemented, should be included In this self-supporting requirement. 

I fear that the managers of tbe corporation will readily discard the eotinseling 
requirement or severely limit Its application at the first sign of a budgetary 
problem. This would be tragic In the sense of undercutting one of the most 
critical elements necessary for a decrease In the abandonment rate. The counsel- 
ing program should be Independenfly and generously funded from some other 
source such as general reventies so that competing budgetary demands do not 
lead to Its demise. 
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DELHAHn HEIaaTS/CAtlPOUtU Gabdens Eevitalizatioh SnjDT— 

An BieperimenUtl and Denionitration Project in Communitv Crime Abatement 

<Bt Dnkes-Dokea and Associates; John Duk«s, President; Sammie Dnkes, 

Emeoutwe Tioe Pre»i4ent; U P. L«w1b, Project Mawiger; Robert Mascolo ; 

Jerry Vamado; Louise Webb; and Dlaone Williams) 

Prepared for California Youth Authority, Sacramento, Calif., Contract 2-CCA, 
to be utilized by The San Bernardino Westslde Community Development 
Corporation. 

iRTBODVcnon 

A keystone of American democracy is tbe right of every citizen to participate 
In the decision making processes that directly affect his life. Tbe basic Intent 
of this study is to establish a framework where the people of Delmann Heights 
: and California Gardens can develop tbeir own decision making processes for 
tbe well being of their community. 

In 1972 and 1973 Dukes-Dukes i Associates undertook a contract with the 
California Tenth Authority to deal with crime almtement in selected California 
cities. Among tUese cities was San Bernardino. The study area there Is made up 
of approximately SO single Family homes, 41% of which are vacant and boarded 
np. Mortgage Insurance on these homes was provided by the FHA or the 
Veterans Administration and through the process of mortgog? foreclosure these 
agencies bad acquired these properties. 

Through a nearly devastating process of real estate manipulations stemming 
from racial bias, economic disinvestment and inappropriate public actions, 
Delmann Heights and California Gardens had been transformed Into deteriorat- 
ing neighborhoods undergoing the abandonment process. Due to the high rate 
of mortgage foreclosures and difficulty In remarketing tbe vacant houses, the 
FHA had been forced to withdraw these properties from the market. 

In this context, it was clear that for Dukes-Dukes & Associates to deal effec- 
tively with crime abatement, tbe Issues of bousing abandoment and ncighbor- 
bood revitalization would have to become the major concern. This reco);nition 
led to an analysis of community problems and Issues which finally resulted in 
this stndy. 

Tbe mateilala contained within this study are organized In three basic 
categories; a description of existing conditions, an analysis of physical fadlltlei 
and an analysis of social Issues. Each sub topic within the physical and social 
cat^orles is preceded by a summary of recommendations and Includes an 
analysis of formal plans affecting it. In that there are a great number of 
recommendation contained In this study, capital letters have been utilized to 
emphasize those of major importance. 

It is our deep hope that this study is the correct tool for tbe citizenry and 
pabHc officials to chart a course of action that will lead to tbe revitalizatlon 
of Delmann Beigbts and California Gardens. 
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Specific goal* 

The overall goal of tUlB study Is to create a contest where residents can 
develop their own plan to revitalize the residential portions of the area while 
improving community facilitleB as well as commercial and Industrial pattema. 

To retain and rehabilitate or modify existing housing, stop the high rate of 
abandonment, and to allow for a stable yet varied population growth. 

To seek ways of relating Delmann Heights and California Gardens to the 
entire city. 

To reevaluate present plans affecting the study area and to Influence future 
plans so that they will be more re^^ponsive to the people's needs. 

To provide job opportunities by eucournglng industrial and commercial devel- 
opment best suited to the economic base of the study area and entire city, 
ultimately leading to full employment at acceptable wages for residents. 

To provide adequate, attractive neighborhood facilities and human services 
conveniently located to serve the people who live and work In the district. 

To revitalize the existlug shopping urea and to attract appropriate commer- 
cial investment for the greater conveulence and pleasure of the people who 
live and work In the area. 

To improve the appearance of the study area for those who live there and 
make It an attractive and Interesting place to visit. 

To buffer residential areas from Incompatible land uses. 

To improve traffic circulation within the area while enhancing access to and 
from the study are.i and, in particular, to keep non- residential traffic out of 
the residential neighborhoods. 

To provide adequate education for all residents regardless of existing educa- 
tional deficiencies. 

To achieve an adequate measure nf study area resident control of all public 
policy and decision making processes affecting the Institutions, serrices and 
quality of their community. 

BACKGBOUND 

The City of San Bernardino was originally established as a Mission town 
and Is now the seat of the largest county in the nation, which covers an area 
of approximately 20.000 square miles. After being established as a Mission 
town by the Spaniards, San Bernardino became a Mormon Settlement. The 
Slormons developed the town on a grid system which exists today and estab- 
lished themselves as the dominant social force nntil they were called back to 
Salt I.ake City in the mid 1800's. IJitCT, settlers developed the area as a center 
for citrus fruit crops and shortly thereafter, San Bernardino became a railroad 
center when the Atchison Topeka and Santa Fe relocated its maintenance 
shops. The City of San Bernardino's population grew significantly as a result of 
World War II with the establishment of military bases and related new busi- 

Beeent data shows San Bernardino County with a population of 698,000 
I»eople of which nearly 450,000 are White. The County's non-white popnlation Is 
mainly Spanish Sumamed (111,700), with a small Black population (29,300). 
By contrast, the City of San Bernardino, with a total population of 107,000, 
has a much larger percentage of non-white people, with 25,000 Spanish Sur- 
named persons and 17,500 Black people. 

Over 70% of the non-white population Is concentrated in the western sector 
of the city. Within this western sector, or the "Westslde" as it Is called, the 
Spanish Sumamed and Black populations are geographically situated In distinct 
areas with the predominent Black population to be found North of Baseline 
Street and the Spanish Sumamed located South of Baseline. 

Within that portion of the "Westslde" that la predominantly Black are twft 
adjoining neighborhoods known as Delmann Heights and California Gardens 
(see location of Study Area map). These two neighborhoods have the same 
general demographic characteristics yet differ In size and. most signiflcantly. In 
the rate of abandonment of single family homes. Highland Avenue, a major 
East-West Street and California Street, a less heavily trafficked North-Sonth 
Street, separate the two neighborhoods. More specifically, Delmann Heights is 
bounded by Cajon Bonlevard to the Northeast, Western Avenue to the East. 
Highland Avenue to the South and California Street to the West. California 
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-Gardens ia bonnded bf Ifttb Street to tbe North, California Street to the East, 
-a vacant tract of land just below 17th Street to the Soutb, and State Street 
to the West 

Both areas were developed privately In the 19S0's with single fandly homes 
for sale and financed under either FHA or Veterans Administration mortgage 
assistance prograraa. The homes themsrfves are generally small, and spartan. 
These neighborhoods were Initially considered relatively stable and had no more 
than the osual number of mortgage forecloaurea. 

California Gardens, until last year, was Just outside the City limits of San 
Bernardino, while Delmann Heights was annexed to the City in 1966. Prior to 
annexation, this area, known as Mascoy, was inhabited by white upwardly 
mobile families of modest Income that would generally sell their homes and 
move elsewhere to similar or better housing as their income rose, other job 
opportunities occurred, or their families became too large for the house they 
occupied. (It is interesting to note that three of the city officials interviewed 
In the procMS of developing the data for this stndy mentioned that they or 
-other fellow workers had "started out" In Delmann Helglits). 

Between 19S0 and 1960, Delmann Heights at the northwest edge of the city 
began to experience an exodus of white households. The increased property tax 
assessments that resulted from annexation coupled with the influx of relocatees 
from a redevelopment project elsewhere caused an acceleration of this exodus 
to what can only be described as a panic withdrawal of White fBmillea. It is 
estimated that currently the Black popalatloos of the two neighborhods exceed 
■90% of the total. 

As a result of the rapid white exodus, property values dropped to the point 
where !t became difficult for a seller to market his property and pay of! out- 
standing mortgages. In the late 1960*8 it became increaslHgly expedient for a 
property owner (Black or White) with little cash equity to abandon his prop- 
erty rather than attempt to pay off mortgages that amounted to more than the 
houses current value on the open market. Thus, a grim pattern had begun and 
has continued to accelerate to this day. For Instance, in May of 1971, 100 prop- 
erties had been abandoned and were in foreclosure by FHA or the VA In 
Delmann Heights alone. In May Of this year, there were nearly .^100 vacant and 
boarded up houses in foreclosure in Delraaiin Heights, Some of these houses 
have been abandoned, foreclosed upon, rehabilitated and resold two and three 
times. If this accelerating rate of abandonment were to continue, it would be 
only two years more before the entire area ia abandoned. Presently, It is very 
difficult to sell a hoose In Delmann Heights on tbe open market due to tbe 
high percentage of abandoned and boarded up buildings, combined with a his- 
tory of high rates of arson, vandalism and theft. Many of the remaining 
families have been victimized, their property stolen, damaged, or destroyed. 
Even though a major need for low and moderate income housing exists, the 
Image of Delmann Heights is so bad that few have been willing to buy into the 
area. Delmann Heights can only be characterized as a blighted neighborhood 
with boarded up and vandalized houses everywhere. The houses, which are 
approximately 20 years old, can generally be described as shabby, deteriorated. 
and devoid of landscaping. Signs threatening prosecution by the F.B.I, for 
trespassing are an ominous presence. Many of the occupied units are over- 
crowded. 

In spite of tbe grim recent history of Delmann Heights, there still exists a 
core of stable and courageous homeowners whose properties are generally 
attractive and well kept. Most of these owners are committed not only to re- 
maining in Delmann Heights, but also to working to make the area. In all 
senses, a viable community. These residents wifh assistance from the Commu- 
nity Development Corporation are organizing themselves in groups structured 
to achieve this goaL 

California Gardens. Just a few blocks away, iias a lower rate of abandonment 
and cannot be described so negatively as Delmann Heights. Of the 142 homes 
thlrty-flve are boarded up. While this Is a very higli rale of abandonment, one 
does not leave the area with the same aense of ominous disaster as In Delmann 
Heights. In June of this year the Community Development Corporation Iiad 
rehabilitated and sold five of the vacant units in Califomla Gardens and were 
working on fourteen others. A homeowners association was formed to deal with 
peigbborhood problems, and a cautions sense of optimism prevails. The area 
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looks good witb welL painted and landscaped exteriors, cblldren placing out- 
doors and a renewed llvelloesi. 

In tracing and analyzing tlte evolnUon of the Delmann Heights Area certain 
facts became obvloiis. It has never possessed those qualities that are inherit 
and indicative of a cohesive community. Initially, clrcumatances did not war- 
rant any community or neighborhood considerations. BTldence Indicated that 
tlie primary, and perhaps, the only consideration for the development of Del- 
mann Heights was to qnlckly prodiice a housing; resource to meet a critical 

Population shifts and changes produce a new or expanded need for goods ontf 
services. For example, a algniflcant increase la the iwrcentage of Cemale heads 
of households usually Increases the need for child care services, Additioually, 
if a neighborhood changes from a predominance of one ethnic group to another 
it also produces the need for goods and services which are reflective of their 
■ethnic subcultures. Unresponsiveness to meeting these demands for specific 
types of goods and services often results in community apathy. Apathy can best 
be described as being frustrated by not getting the necessary assistance which 
'COuId make life easier to cope with on a day-to-day basis ; a feeling of aliena- 
tion and isolation, and a constant stmggle to maintain a concept of "self wortb". 

In the past few years some fragmentary programs were Implemented aimed 
at community restoration. In each instance, these efforts have produced minimal 
positive resnltH. 

Tills being the situation, how do intelligent planners Justl:^ putting more 
nionej and valuable energy into a community that has already had a significant 
amount of attention, both through planning efforts and public monies? Quite 
simidy, the public planning efforts Lave been inappropriate at best, and the 
monies hove been spent on programs that were detrimental to the well-being 
of the community. This etatem«it does not deny that competent and well- 
raeaning people have not preceded our involvement, but rather that their efforts 
were the result of blindly accepting inappropriate conceptual notions about the 
treatment of urban problems from other communities without adequately eral- 
uating tlie impHet of the usage of these programs In their own community. 

The full Intent nf this study is to develop a achematie framework under 
which public action can be positively utilized to make a dysfunctional com- 
munity ft reasonable place to live. In short, we are committed to bringing Del- 
mann Heights and Gallfomia Gardens to tbe point that there Is no qnestlon 
In any resident's mind tbat this is his home and that be ia bosically a " ~ ' 
with it. 
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8. A baekground of the Delman Heights area is provided to some estent iii 
my previous affidavit of Jnly 18, 1&75 and more completely on pages 5 and 6 
of tbeDetmaan Heights Study (filed herewitb as Exhibit A). 

9. As Indicated In Exhibit A, there have been some unsuccesHful fragmentary 
programs Implemented in the past four years Including rebabititation of some 
BUD and Veterans Administration ("TA") foreclosed properties and snbse- 
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•qnent resale, aimed at the testoraUon of the communtty. In fact, man; of the 
subject liouuea, together with many of the VA'Ioreclosed proi>ertles have gone 
through the cycle of sale, BubBequent abandonmeat foreclosure and re-acqaiei- 
tiun lijr HUD or VA under their mortgage insurance progiams, rehabilitation 
yind rensl6 two, three and even four times. 

10. As the figures in Exliiblt A Indicate the ratea of abandonments and fore- 
closures rapidly accelerated between May 1971 and Uay 19T4 In spite of the 
fi-aginentary efforts mentioned above. The reasons for the, failure of these 
■cftDft!! and for the continuance of the abandonment, foreclosure, rehabilltatioa, 
re!>flle cycle are primarily the following: 

(a). Tbe failure by HUD and VA to consider and implement a eomprehenfilTe 
1*0 vital Ization plan which deals with the variety of factors such as those ex- 
plored in tbe Delmann Heights Study (see I&hiblt "A"). A comprehensive 
plan of development is necessary to assure prospective buyers that their invest- 
ment win be safeguarded by an overall Improvement in the netgMMrhood. 
I.(%lcally, no person will be willing to invest several hundred dollars as down 
payment in a house if the adjacent houses(s> is or is likely to remain vacant 
land boarded np. In connection with Delmann Heights this not only would re- 
quire a comprehensive plan to develop the subject 147 homes but also a coordi- 
nnted plan to develop the 133 homes corrently owned by the VA wUch are also 
boarded up. Additlonallr, a plan of development would liave a greater possi- 
bility of success if it also dealt with the kinds of physical and social consider- 
niions, such as transportation and street patterns, recreational facilities, and 
:fafety, which are dealt with in the Delmann Heights Study. A comninnlty 
with approximately a 50% vacancy rate which has experienced repeated, ub- 
snccessful fragmentary improvement attempts cannot be reasonably expected 
to turn around with a program which does not address Itself to the total 
picture including but not limited to the condition of the physical structures. 

<b). The Inadequate "cosmetic" rehabilitation work performed on houses 
and the resulting deterioration which is noticeable within several months to a 
year have also been responsible for the failure of past development efforts. 
X'nfortunately, I have all too often witnessed the speotade of newly "rehabil- 
itated" homes deteriorated within a short time as a result of cosmetic, Inade- 
•quate and shoddy rehabilitation work. An example of such work is the Inade- 
■quate preparation of exterior and interior surfaces for painting and Uie use of 
Inappropriate or cheap paints with the resulting bubbling and blistering of the 
painted surfaces. Another example Is the use of less expensive Interior wood 
monldlngs In exterior surfaces and the resulting deterioration of the moi:tdlng. 
The result of such practices Is to present the buyer within several months with 
the alternative of Investing several hundred or thousand dollars to rectify the 
Improper work or of abandoning the property. Since the buyers of homes in the 
Delmann Heighta area are Invariably lower income families (homes sell for 
-about SS,000 to $10,000 In a property rehabilitated condition) who are on tight 
Titidgets, the result Is likely to be the abandonment and subsequent boarding up 
of the house with tlie concomittant detrimental effects on the surrounding 
homes, I have personally seen examples of cosmetic rehabilitation of the type 
I bnve described In some of the thirty-two homes rehabilitated by Defendants 
Oraa S. Brown, Fred Sykes and Ronald G. Mogen and in homes previously 
Tehahilltated by HUD for subsequent resale. 

(c). The Inadequflte screening and counseling of prospective bnycrs condoned 
or tolerated by IIUD and VA have been instrumental In the deterioration of 
Delmann Heights. The purpose of counseling Is to Insure that a buyer fully 
realizes the pre.=ent and future costs of home ownership. Future costs include 
■maintenance and increasing property taxes resulting from the improvement of 
the subject house and of the neighborhood. In contrast, proper screening and 
credit checks are Intended to assure that the buyer can adequately aiford such 
<'osts. Unfortunately, I have seen examples of buyers whose credit ratings had 
hen falsified and others who bought and abandoned several houses In series, 
eitch time manajdng to qualify for HUD or VA mortgage Insurance aa a result 
of falsified credit or changes in identity and as a result of inadequate credit 
screening procednres. Unfortunately, the reality of a neighborhood is that 1( 
buyers are not adequately screened for credit worthiness and they subsequently 
al'aralnn their property or are foreclosed upon, the neighborhood and the re- 
maining residents bear the consequences of decreased amenities, property 
values and increased vandalism. 
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GonBeqnentty, It Is clear that tCK at the elements whicb I have outlined 
( comprehend ve, coordinated ^imtmr, adeqoatie Tehabllltation, and adequate 
buyer Bcreenlng: and counseltog) at« crltlcsl to a development plan which 
trtands any chanee of anccem tn Delmaim Heights. TracicallF. the sales by 
HDU to JLJ la the complete antithesis of a program containlnK these elenientft 
and In my eptnion that sale and the simnttaneous resale to Brown, Sykes and 
Mogen will resnlt In another cycle ot cosmetie rehabilitation. BHle, abandon- 
ment /fcrecloeure. Such a derelopnient portends the dintinct dani.'er of Irrevo- 
cably condemning Delraann Helots to a major social fallufe aiid to the demo- 
lition of all the remaining homes as the tragic cane Iuk ion of eovemment 
apathy and private ptaBt. I sincerely believR that the next developmeut of 
the anbject 147 booses and the 13S VA homt« in the Hiial opiwrtTinity to 
turn the neighborhood around. This, bowerer, will require a compreliPiisire, 
cordinated plan of all of the mAte (HUD and VA). The CDO U committed to 
the revitallM-tlon of Delmaim Heights and the sarrounding area, but 1 IwUrve 
we have reached the point of no return. I am a/rald that onr community has 
one last chanee to torn around and become an na-gaing community. I am. 
however, confident that with a well eonoeived, coordinated plan and careful 
and conscientious implementation we have a oiianee to succeed. All I want Is 
a decent chanee. We hare had enough abandonments ; HL'D must ni>t l>e 
allowed to aliandon its responsibilities to the remaining commniiity of Insur- 
ing to the greatest feasible extent, a sii(.'cei«ful dei'etopmeiit of the properties 
under its controL 

11. I freqnenUy drive through the Delmann Heights ar«'n on a daily basis, 
«lnce GDC Is intimately Involved in attempting to Improve the nelghliorhood- 
Within the last few days J liave seen several itt the subjei-t 147 Itomes posted 
with real estate broker signs indicating that the houses have been M>ld since 
July 27, 187S. In partliruiar I have taliced to a man who bouglit one of the 
anbject 147 homes after the public auction ou July 27, 1»75. Trom m.v con- 
versadonB with this man I believe that he has very little awareness of the 
costs be should anticipate aa a homeowner and in fact be has little If utiy 
idea of the pendency of this actimi or of its si«nificaace. i'rcni my esperleno'e 
wltb rehabilitating and soling homes In the area and from my conrersations 
with this purchaser, I am convinced that be cannot afford the payments on 
the house he was sold. Additionally, I have been in his partly rehabilitated 
house, and I have seen very shoddy and inadequate rehabilitation work of 
the type I have described and which will deteriorate in a very short time. 
All together I would say there is a strong likelihood that the house nliicb I 
am referring to will go Uirough the abandonment cycle in the near future with 
the resultant loss ot the purcliasers equity and the detriment to the surround- 
ing neighbors. 

Senator Cranston. Thank you very much. We now stand adjourned. 

Thank you. 

[Whereupon at 12 :15 p.m. the hearing was adjourned.] 
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